OFFERING CIRCULAR SUPPLEMENT
(To Offering Circular dated October 17, 1989)

$4,000,000,000
Tennessee Valley Authority

$1,500,000,000 8%% POWER BONDS 1989 SERIES F DUE 1996
$2,500,000,000 8%% POWER BONDS 1989 SERIES G DUE 2029

Interest payable May 15 and November 15

The Series F Bonds will not be subject to redemption prior to maturity. The Series G Bonds offered hereby will be
redeemable, in whole only, on not less than 30 days’ notice at any time on or after November 15, 1999 at
the option of Tennessee Valley Authority (“TVA”) at the applicable redemption prices set
forth herein, together with accrued interest to the date fixed for redemption.

TVA is a wholly owned corporate agency and instrumentality of the United States of America. Principal and
interest will be payable solely from TVA’s Net Power Proceeds as herein defined.

THE POWER BONDS 1989 SERIES F AND SERIES G (COLLECTIVELY, THE "BONDS” )WILL NOT BE
OBLIGATIONS OF, NOR WILL PAYMENT OF THE PRINCIPAL THEREOF OR THE INTEREST
THEREON BE GUARANTEED BY, THE UNITED STATES OF AMERICA. THE BONDS ARE
NOT REQUIRED TO BE REGISTERED UNDER THE SECURITIES ACT OF 1933.
ACCORDINGLY, NO REGISTRATION STATEMENT HAS BEEN FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION. TV A IS NOT SUBJECT TO THE
PERIODIC REPORTING REQUIREMENTS OF THE SECURITIES
EXCHANGE ACT OF 1934.

Underwriting
Price to Discounts and Proceeds to
Public(1) Commissions(2) TVA (1)(3)
Per 1989 Series F Bond ................. 99.450% B575% 98.875%
G $1,491,750,000 $8,625,000 $1,483,125,000
Per 1989 Series G Bond.................. 95.900 % 625% 95.275%
TOEQL .o, £2,397,500,000 £15,625,000 £2,381,875,000

(1) Plus accrued interest, if any, from November 30, 1989 to date of delivery.
(2) TVA has agreed to indemnify the several Underwriters against certain liabilities.
(3) Before deducting expenses payable by TVA estimated at §400,000.

The Bonds are offered, subject to prior sale, when, as and if accepted by the Under-
writers named herein and subject to approval of certain legal matters by Mudge Rose
Guthrie Alexander & Ferdon, counsel for the Underwriters. It is expected that delivery of
the Bonds, in book-entry form, will be made through the book-entry system of the Federal
Reserve Banks on or about November 30, 1989, against payment therefor in immediately
available funds.

MORGAN STANLEY & CO.

Incorporated

THE FIRST BOSTON CORPORATION
GOLDMAN, SACHS & CO.
MERRILL LYNCH CAPITAL MARKETS
SALOMON BROTHERS INC

SHEARSON ILEHMAN HUTTON INC.
November 17, 1989



No dealer, salesman or other person has been authorized to give any information or to make any
representations not contained in this Offering Circular Supplement and the Offering Circular dated
October 17, 1989 (the “Offering Circular”) incorporated by reference herein, and, if given or made, such
information or representation must not be relied upon as having been authorized by TVA or the
Underwriters. This Offering Circular Supplement and the Offering Circular do not constitute an offer
to sell or a solicitation of any offer to buy any of the securities offered hereby in any jurisdiction to any
person to whom it is unlawful to make such offer in such jurisdiction. The delivery of this Offering
Circular Supplement and the Offering Circular at any time does not imply that the information given
herein or therein is correct at any time subsequent to its date.

This Offering Circular Supplement should be read in conjunction with the accompanying Offering
Circular which is incorporated herein by this reference. Any statement contained in the Offering Circular
shall be modified or superseded for all purposes of the Offering Circular and this Offering Circular
Supplement to the extent that a statement contained in this Offering Circular Supplement modifies or
supersedes such statement. Any statement so modified or superseded shall not be deemed, except as so
modified or superseded, to constitute a part of the Offering Circular. Additional copies of this Offering
Circular Supplement and the Offering Circular may be obtained upon request directed to Tennessee
Valley Authority, 400 West Summit Hill Drive, Knoxville, Tennessee 37902, Attention: Treasurer.
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SUMMARY OF OFFERING

The information below is qualified in its entirety by the detailed information appearing in the
Offering Circular and elsewhere in this Offering Circular Supplement. Capitalized terms used and not
defined herein have the meanings defined in the Offering Circular and elsewhere in this Offering Circular
Supplement.

ISSUET ..., Tennessee Valley Authority is a wholly owned corporate agency
and instrumentality of the United States of America cstab-
lished by the Tennessee Valley Authority Act of 1933, to
develop the resources of the Tennessee Valley and adjacent
areas in order to strengthen the regional economy and the
national defense.

Securities Offered ........................... $1,500,000,000 aggregate principal amount of 8'4% Power Bonds
1989 Series F, due November 15, 1996.

$2,500,000,000 aggregate principal amount of 8%% Power Bonds
1989 Series G, due November 15, 2029.

Interest.........cocovinmimniiiiiiiienieee The Bonds will bear interest from November 30, 1989, at the
respective annual rates set forth on the cover page hereof,
payable semi-annually in arrears on each May 15 and Novem-
ber 15, commencing May 15, 1990.

Redemption...................coccevveennnen. The Series F Bonds will not be subject to redemption prior to
maturity. The Series G Bonds may be redeemed at TVA's
option, in whole only, at any time on or after November 15,
1999 at the applicable redemption prices set forth herein plus
accrued interest, if any, to the date fixed for redemption.

Fiscal Agent................coovvcveeicennne Federal Reserve Banks.

FormofBonds.....................c........ The Bonds will be issued and maintained and may be transferred
by Holders (as defined below) only on the book-entry system
of the Federal Reserve Banks. The Bonds may be held of
record only by entities eligible to maintain book-entry accounts
with a Federal Reserve Bank. Such entities whose names
appear on the book-entry records of a Federal Reserve Bank
as the entities for whose accounts Bonds have been deposited
are herein referred to as “Holders”. A Holder is not necessarily
the beneficial owner of a Bond. Beneficial owners will ordi-
narily hold Bonds through one or more financial intermedia-
ries, such as banks, brokerage firms and securities clearing
organizations. Bonds will be issued and must be maintained
and transferred in minimum denominations of $1,000 and
integral multiples thereof.

Use of Proceeds .................coccueeeen. The net proceeds from the sale of the Bonds will be used
for effecting an in-substance defeasance or refunding of an
aggregate of approximately $3.5 billion principal amount of
certain Power Bonds held by the Federal Financing Bank. See
“Use of Proceeds”.

Source of Payment .......................... The Bonds are payable solely from Net Power Proceeds and are
not obligations of, or guaranteed by, the United States. See
“The Basic Resolution; Power Bonds” in the Offering Circular.

Taxation..........c..oeeeiirneeeecieeeecernnnn. Interest on the Bonds is subject to federal income taxation.
Under the Act, the Bonds are exempt as to principal and
interest from all taxation now or hereafter imposed by any
state or local taxing authority except estate, inheritance and
gift taxes. See “Tax Matters”.

Legality of Investment .................... The Bonds described herein:

e are acceptable as security for all fiduciary, trust, and public
funds, the investment or deposit of which shall be under the
guthorlty or control of any officer or agency of the United

tates;
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CUSIP Numbers

e are eligible as collateral for Treasury tax and loan accounts:

e are among those securities which national banks may deal in,
underwrite and purchase for their own accounts up to 10%
of unimpaired capital and surplus;

e are eligible as collateral for advances by Federal Reserve Banks

to depository institutions;

are legal investments for federal savings and loan associations

and federal savings banks;
are “liquid assets” for federal savings and loan associations,
federal savings banks and other Federal Home Loan Bank
members, provided five years or less remain until maturity;

are cligible as collateral for advances by Federal Home Loan
Banks for which the Bonds are legal investments; and

e are legal investments for federal credit unions.

See “Legality of Investment”™.

Series F: 880591 BCS
Series G: 880591 BD3




TENNESSEE VALLEY AUTHORITY

TVA is a wholly owned corporate agency and instrumentality of the United States established
pursuant to the Tennessee Valley Authority Act of 1933, as amended (the “Act™). Its objective is to
develop the resources of the Tennessee Valley region in order to strengthen the regional and national
economy and the national defense. The programs of TVA consist of power and non-power programs.
The Act authorizes TV A to issue Evidences of Indebtedness (as such term is defined under “Description
of Bonds™) that may only be used to finance its power program.

USE OF PROCEEDS

The net proceeds from the sale of the Bonds offered hereby will be used principally to effect an
in-substance defeasance or refunding of an aggregate of approximately $3.5 billion principal amount
of Power Bonds (as such term is defined under “Description of Bonds™), including up to $500 million
in short-term Power Bonds, held by the Federal Financing Bank (“FFB”) based on an assumed average
yield on the portfolio of securities used to defease certain of the long-term Power Bonds. See “Status
of Refinancing Plan” herein and “The Refinancing Plan and Use of Proceeds” in the Offering Circular.

RECENT DEVELOPMENTS

Recent Financial Results

The following selected financial data of TVA’s power program for fiscal 1988 has been derived
from TVA’s audited financial statements. Data for fiscal 1989 is derived from unaudited financial
statements which, in the opinion of management of TVA, include all adjustments (consisting only of
normal recurring adjustments) necessary for the fair presentation of results for such period. The data
below should be read in conjunction with the financial statements and notes thereto presented in the
Offering Circular.

Fiscal Year Ended September 30

1989
(Unaudited) 1988

Power Earnings Data (Dollars in Millions)
OPperating REVENUES ......coviiiiiiieeieiicciece ettt e eessasasae e $5,287 $5,322
OPerating EXPENSES......ciceuiiiiiieiiiiieieeitieieeeitrieeeestseeeeressareeesasressesaans 3,203 3,450
Operating INCOME ..o 2,084 _ 1,872
Other Income and Deductions..........c..c.ooveeeviieeeeireeeeeererecesereiveeeeeeeeees 61 _(155)
Income Before Interest Charges........ccooveeeiiiiiiiiii e 2,145 RN
INtErest EXPONSE covveiiiieiiiiitiicc et s 1,842 1,829
Allowance for Funds Used During Construction .......cc.oeeecvvevvvveeenenn.. _(256) _(52%)
Net Interest Charges........coooviiiiiiiiee e _1,586 1,304
Net POWEr INCOME .....cooviiviiiiiiecie et $ 559 $ 413
Ratio of Earnings to Fixed Charges (Unaudited) ......ccoovvveevveevveeenean.. 1.30 1.23

' Ratio of Earnings to Fixed Charges is calculated by dividing Net Power Income plus Interest Charges
by Interest Charges.
Results of Operations

Net income for fiscal 1989 (unaudited) increased $146 million or 35 percent compared to fiscal
1988. The increase was due primarily to TVA’s cost reduction program. Operating income (unaudited)
increased $212 million to $2.084 billion compared to fiscal 1988.
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Operating revenues in fiscal 1989 (unaudited), the first year that TVA held electric rates constant
in the current cost reduction program, were $5.287 billion, down $35 million from fiscal 1988.
Kilowatt-hour sales increased 2 percent, but the effect of this increase on revenues was more than
offset by an increase in the proportion of lower cost, non-firm power sales to industrial customers.

Operating expenses decreased substantially in fiscal 1989 (unaudited), compared to 1988, down
$247 million to $3.203 billion, the lowest level since 1986. Excluding the effects of the amortization
of loss on cancelled nuclear generating units, operating expenses were down $493 million compared
to 1988. The lower operating expenses resulted primarily from reduced labor and purchased power
costs.

Status of Refinancing Plan

On October 24, 1989, TVA issued and sold $4 billion aggregate principal amount of its Power
Bonds consisting of $1,000,000,000 aggregate principal amount of 8% Power Bonds 1989 Series C,
due October 1, 1994, $1,000,000,000 aggregate principal amount of 8%% Power Bonds 1989 Series
D, due October 1, 1999 and $2,000,000,000 aggregate principal amount of 8%% Power Bonds 1989
Series E, due October 1, 2019. The net proceeds from the sale of such Power Bonds were used to
effect an in-substance defeasance of approximately $3.4 billion principal amount of high coupon
Power Bonds as set forth in the following table. This will result in annual interest savings of $74
million.

Call Premium

Bond Amount At First First

Issue Refinanced Coupon Call Date Call Date
(Millions)

1980B $500 12.955% 7.670% March 31, 1990

1981A 500 12.735% 8.420% March 31, 1991

1981B 500 12.925% 8.540% April 30, 1991

1981C 500 13.255% 8.760% June 30, 1991

1981E 550 13.035% 8.620% December 31, 1991

1982A 700 13.565% 8.970% April 30, 1992

1982B 150 13.575% 8.970% May 31, 1992

The net proceeds from the sale of the Bonds offered hereby will be used principally to effect an
in-substance defeasance or refunding of an aggregate of approximately $3.5 billion principal amount
of Power Bonds, including up to $500 million in short-term Power Bonds. If market conditions
improve, it may become economical to refinance additional Power Bonds held by the FFB.

Pursuant to the letter of intent described under “The Refinancing Plan and Use of Proceeds™ in
the Offering Circular, TVA entered into an agreement with the FFB in November 1989. This
agreement, which expires in October 1991, unless extended, provides for the issuance and sale by
TVA to the FFB of up to $2 billion of Power Bonds at any time outstanding with maturities of up to
six months.

At November 16, 1989, TVA had outstanding $774 million of short-term debt (including short-
term Power Bonds held by FFB). TVA may refinance such short-term debt with long-term Power
Bonds from time to time in light of market conditions and other factors.

Power Contract and Other Matters

TVA recently developed arrangements whereby TV A and participating distributors make monthly
bill credits available for new and expanded general power loads which exceed 1,000 kW. In order to
participate, a distributor must execute an agreement which includes an amendment to the provisions
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relating to the term of the wholesale power contract. Under the amendment, beginning after 10 years
of a 20-year initial term, the contract automatically extends for an additional 1-year renewal term
each year. Either party may terminate the contract at any time upon not less than 10 years’ notice.
Of the 160 distributors of TVA power, 88 had signed such an agreement as of November 14, 1989,
including Nashville, Tennessee, which is one of the five largest distributors served by TVA. Any
wholesale power contracts entered into in the future will contain a comparable provision.

A federal agency has withheld for later payment $58 million of a $311 million payment due to
TVA in October 1989. See Note 13 of Notes to Financial Statements. The federal agency has advised
that the withholding is necessitated by a recent sequestration under the Balanced Budget and
Emergency Deficit Control Act of 1985, as amended (Gramm-Rudmann-Hollings). TVA is in
discussions with representatives of this agency and believes that the $58 million will be paid. The
customer is required to pay interest on any unpaid amounts under the terms of the agreement between
the customer and TVA.

Although the date to load fuel in Unit One of TVA’s Watts Bar Nuclear Plant is under review
and uncertain at this time, TVA believes its plan to bring the unit into commercial operation in the
fourth quarter of 1991 is still achievable. However, due to numerous uncertainties, no assurance can
be given that delays in bringing the unit into operation will not occur.

DESCRIPTION OF BONDS

General

The Bonds are to be issued pursuant to authority vested in TVA by the Act and pursuant to the
Basic Tennessee Valley Authority Power Bond Resolution adopted on October 6, 1960, as amended
on September 28, 1976 and October 17, 1989 (the “Basic Resolution™), and the Supplemental
Resolution authorizing the Bonds adopted on November 16, 1989 (the “Supplemental Resolution”
and together with the Basic Resolution, the “Resolutions™). TVA has entered into a Fiscal Agency
Agreement dated as of October 17, 1989 (the “Fiscal Agency Agreement”), with the Federal Reserve
Banks, as fiscal agents (together, the “Fiscal Agent™). The Secretary of the Treasury has approved the
time of issuance of, and the maximum rate of interest to be borne by, the Bonds in compliance with
Section 15d of the Act. The Bonds represent obligations of TVA payable solely from TVA’s Net
Power Proceeds and are not obligations of, or guaranteed by, the United States.

The summaries herein of certain provisions of the Act, the Resolutions and the Fiscal Agency
Agreement do not purport to be complete and are qualified in their entirety by reference to all the
provisions of the Act, the Resolutions and the Fiscal Agency Agreement, copies of which may be
obtained upon request directed to Tennessee Valley Authority, 400 West Summit Hill Drive, Knoxville,
Tennessee 37902, Attention: Treasurer.

The Act authorizes TVA to issue and sell bonds, notes and other evidences of indebtedness
(hereinafter collectively referred to as “Evidences of Indebtedness™) to assist in financing its power
program and to refund such Evidences of Indebtedness. Evidences of Indebtedness issued pursuant
to Section 2.2 of the Basic Resolution designated as Tennessee Valley Authority Power Bonds are
hereinafter referred to as “Power Bonds™. The aggregate amount of Evidences of Indebtedness at any
one time outstanding is limited to $30 billion. At November 16, 1989, as adjusted to give effect to
the offering made hereby, there was outstanding $26.9 billion principal amount of Evidences of
Indebtedness.

The Bonds will be Power Bonds as defined above and will be payable as to both principal and
interest solely from TVA’s Net Power Proceeds, which are defined as the remainder of TVA’s Gross
Power Revenues (as defined in the Basic Resolution) after deducting the costs of operating, maintaining,
and administering its power properties (including multiple-purpose properties in the proportion that
multiple-purpose costs are allocated to power) and payments to states and counties in lieu of taxes,
but before deducting depreciation accruals or other charges representing the amortization of capital
expenditures, plus the net proceeds of the sale or other disposition of any Power Facility (as defined
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in the Basic Resolution) or interest therein. See “Certain Provisions of The Tennessee Valley Authority
Act—Payments to the Treasury” in the Offering Circular. TVA had Net Power Proceeds of $2.8
billion, $2.5 billion and $2.3 billion for each of the three fiscal years ended September 30, 1989, 1988
and 1987, respectively. Interest requirements in each such period were $1.8 billion, $1.8 billion and
$1.7 billion, respectively. The Act also requires TVA to make certain payments into the Treasury
each year from Net Power Proceeds in excess of those required for debt service as a return on and
reduction of the Appropriation Investment.

The Bonds will rank equally as to the application of Net Power Proceeds with other Power Bonds.
As to the application of Net Power Proceeds, Power Bonds rank senior to other Evidences of
Indebtedness as to principal and on a parity with or senior to other Evidences of Indebtedness as to
interest. For a further discussion of the application of Net Power Proceeds, see “The Basic Resolution;
Power Bonds—Application of Net Power Proceeds” in the Offering Circular. There is no limit on
other indebtedness or securities which may be issued by TVA and no financial or similar restrictions
on TVA, except as provided under the Act, the Basic Resolution and the Supplemental Resolution.
See “The Basic Resolution; Power Bonds™ in the Offering Circular.

The Supplemental Resolution provides that, at the option of TVA, additional Power Bonds of
each sertes offered hereby may be issued in one or more future installments pursuant to an amendment
to the Supplemental Resolution not requiring the consent of holders of Power Bonds. New Power
Bonds of any series offered hereby so issued shall be identical in all respects with the Bonds of such
series offered hereby.

Bankers Trust Company, New York, New York presently acts as trustee (the “Trustee™) for
holders of Power Bonds under the Basic Resolution. However, the Basic Resolution has been amended
to eliminate the Trustee. This amendment will become effective in the future after certain conditions
are met. See “Amendments to the Basic Resolution to Become Effective in the Future”. Bankers
Trust Company is also participating as an Underwriter of the Bonds.

Payment of Principal and Interest

The Bonds will consist of $1,500,000,000 aggregate principal amount of 8%% Power Bonds 1989
Series F, due November 15, 1996 and $2,500,000,000 aggregate principal amount of 8%% Power
Bonds 1989 Series G, due November 15, 2029 (each such maturity date being hereinafter referred to
as a “Maturity Date”). The Bonds will be issued in minimum denominations of $1,000 and integral
multiples thereof in book-entry form only through the Federal Reserve Banks as described below
under “Book-Entry System”. Interest, at the rate per annum for each respective series, will be payable
semi-annually in arrears on May 15 and November 15 (each an “Interest Payment Date”) commencing
May 15, 1990. Such interest payments will include interest accrued from and including November 30,
1989 or the preceding Interest Payment Date, as the case may be, to but excluding the relevant Interest
Payment Date. Interest shall be computed on the basis of a 360-day year of twelve 30-day months.
The principal amount of each series of Bonds, together with the interest accrued and unpaid thereon,
is due in full on each respective Maturity Date. Payments of principal and interest on the Bonds will
be made on the applicable payment dates to Holders (as such term is defined under “Book-Entry
System™) of the Bonds which are Holders as of the close of business on the Business Day preceding
such payment dates, by credit of the payment amount to the Holders’ accounts at the Federal Reserve
Banks. The Holder and each other financial intermediary in the chain to the beneficial owner will
have the responsibility of remitting payments for the accounts of their customers.

In any case in which an Interest Payment Date or the Maturity Date is not a Business Day,
payment of interest or principal, as the case may be, shall be made on the next succeeding Business
Day with the same force and effect as if made on such Interest Payment Date or the Maturity Date.
The term “Business Day” shall mean any day other than a Saturday or Sunday or a day on which
banking institutions in New York City are authorized or required by law or executive order to be
closed.
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Redemption
The Series F Bonds will not be subject to redemption prior to maturity.

The Series G Bonds are subject to redemption upon not less than 30 days’ notice broadcast to
each Holder on the book-entry system of the Federal Reserve Banks, at any time on or after November
15, 1999, as a whole only, at the election of TVA, at a Redemption Price equal to the percentage of
the principal amount set forth below if redeemed during the 12-month period ending November 14
of the years indicated:

Redemption Redemption
Year Price Year Price
2000 106.161 2013 102.957
2001 105914 2014 102.711
2002 105.668 2015 102.464
2003 105.421 2016 102.218
2004 105.175 2017 101.971
2005 104.929 2018 101.725
2006 104.682 2019 101.479
2007 104.436 2020 101.232
2008 104.189 2021 100.986
2009 103.943 2022 100.739
2010 103.696 2023 100.493
2011 103.450 2024 100.246
2012 103.204

and thereafter at a Redemption Price equal to 100% of the principal amount, together in each case
with accrued interest to the Redemption Date.

Book-Entry System

The Bonds will be issued and maintained and may be transferred only on the book-entry system
of the Federal Reserve Banks, in minimum principal amounts of $1,000 and integral multiples thereof.

The Federal Reserve Banks will issue the Bonds in book-entry form and will maintain book-entry
accounts with respect to the Bonds and make payments, on behalf of TVA, of interest on and principal
of the Bonds on the applicable payment dates by crediting Holders’ accounts at the Federal Reserve
Banks.

The foregoing paragraph is a summary of certain provisions of the Fiscal Agency Agreement, and
does not purport to be a complete statement of all the provisions of such agreement.

Regulations governing the use of the book-entry system for the Bonds are contained in
54 Fed. Reg. 42,456 (tobe codified at 18 C.F.R. Part 1314), and such procedures, insofar as applicable,
as may from time to time be established by regulations of the United States Treasury Department
governing obligations of the United States Treasury, as now contained in Treasury Department
Circular No. 300. These regulations and procedures relate primarily to the registration, transfer,
exchange and pledge of such obligations. A copy of Circular No. 300 may be obtained upon request
from any Federal Reserve Bank, the Treasury Department or TVA. The accounts of holders on the
Federal Reserve Banks’ book-entry system are governed by applicable operating circulars and letters
of the Federal Reserve Banks.

The Bonds may be held of record only by entities eligible to maintain book-entry accounts with
the Federal Reserve Banks. Such entities whose names appear on the book-entry records of a Federal
Reserve Bank as the entities for whose accounts the Bonds have been deposited are herein referred
to as “Holders”. A Holder is not necessarily the beneficial owner of a Bond. Beneficial owners will
ordinarily hold Bonds through one or more financial intermediaries, such as banks, brokerage firms
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and securities clearing organizations. A Holder that is not the beneficial owner of a Bond, and each
other financial intermediary in the chain to the beneficial owner, will have the responsibility of
establishing and maintaining accounts for their respective customers. The rights of the beneficial
owner of a Bond with respect to TVA and the Federal Reserve Banks may be exercised only through
the Holder thereof. TVA and the Federal Reserve Banks will have no direct obligation to a beneficia!
owner of a Bond that is not also the Holder of such Bond. The Federal Reserve Banks will act only
upon the instructions of Holders in recording transfers of the Bonds.

Events of Default

Any of the following shall be deemed an Event of Default under the Basic Resolution: (i) default
in the payment of the principal or redemption price of any Power Bond when due and payable at
maturity, by call for redemption, or otherwise; (ii) default in the payment of any installment of interest
on any Power Bond when due and payable for more than 30 days; or (iii) failure of TVA to duly
perform any other covenant, condition or agreement contained in the Power Bonds or in the Basic
Resolution or any Supplemental Resolution for 90 days after written notice specifying such failure
has been given to TVA by the Trustee or to TVA and the Trustee by the holders of at least 25% in
aggregate principal amount of the then outstanding Power Bonds.

Upon any such Event of Default, the Trustee or the holders of the Power Bonds may proceed to
protect and enforce their respective rights, subject to the restrictions described below. The Trustee
shall, subject to certain restrictions, have the right and power to institute a proceeding (i) to enforce
TVA’s covenants and agreements, (ii) to enjoin any acts in violation of the rights of holders of Power
Bonds, and (iii) to protect and enforce the rights of holders of Power Bonds and the Trustee. Power
Bonds do not provide for acceleration upon an Event of Default.

The Trustee has no right to bring any such action or proceeding against TVA unless the Trustee
has previously determined in good faith that there exists, and has given TVA written notice of, an
Event of Default, and TVA has had a reasonable opportunity to take appropriate corrective action
with respect thereto and has failed or refused to do so.

No holder of any Power Bond shall have the right to bring any judicial proceeding against TVA
for enforcement of any provision of the Basic Resolution or any Supplemental Resolution, or for any
remedy, unless (i) such holder shall have previously given TVA and the Trustee written notice of the
existence of an Event of Default, (ii) the holders of at least 25% in aggregate principal amount of the
then outstanding Power Bonds, or their duly authorized representative or representatives, shall have
made written request, and offered reasonable indemnity, to the Trustee to institute such proceeding
as trustee, (iii) the Trustee shall not have received a direction inconsistent with such request from the
holders of a majority in aggregate principal amount of the outstanding Power Bonds, and (iv) the
Trustee shall have failed to institute such proceeding within 120 days after receipt of such written
notice. However, such limitations do not apply to an action instituted by a holder of a Power Bond
for the enforcement of payment of the principal of and redemption price overdue and unpaid, if any,
or interest on such Power Bond on or after the respective due dates expressed in such Supplemental
Resolution.

Holders of a majority in aggregate principal amount of the outstanding Power Bonds have the
right to direct the time, method and place of conducting any proceeding for any remedy available to
the Trustee and may waive any default and its consequences, except a default in the payment of the
principal of, premium, if any, or interest on any Power Bonds.

Amendments to the Basic Resolution to Become Effective in the Future

On October 17, 1989 TVA adopted a resolution amending the Basic Resolution, entitled “Third
Amendatory Resolution to Basic Tennessee Valley Authority Power Bond Resolution” (the “Third
Amendatory Resolution”). The amendments to the Basic Resolution made by the Third Amendatory
Resolution will become effective only at such time as either (a) all Power Bonds issued prior to the
date of adoption of the Third Amendatory Resolution cease to be outstanding under the Basic
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Resolution or (b) the holders of all the outstanding Power Bonds issued prior to the date of adoption
of the Third Amendatory Resolution consent in writing to such amendments. At such time as the
amendments become effective, they shall apply to all Power Bonds, including the Bonds. TVA
presently intends to seek the consent of the FFB at such time as all presently outstanding Power Bonds
other than those owned by the FFB are no longer outstanding under the Basic Resolution, with such
amendments becoming effective upon the giving of such consent. The holders of the Bonds offered
hereby shall be deemed to have given their consent to the effect that, at any time after the conditions
set forth in (a) or (b) above have been met, the Basic Resolution amendments will become effective
in the manner provided above. No further vote or consent of the holders of Bonds offered hereby is
required to permit such amendments to the Basic Resolution to become effective.

The Third Amendatory Resolution, when effective in accordance with its terms and the terms of
the Basic Resolution as described above, will eliminate the requirement for a trustee, and will remove
from or modify all provisions in the Basic Resolution relating to the trustee. The Basic Resolution,
as so amended, will not require that a trustee serve as such thereunder, but will provide for the
appointment of a transfer agent and paying agent with respect to each series of Power Bonds issued
thereunder in certificated form, and for the appointment of a Fiscal Agent with respect to each series
of Power Bonds issued thereunder in book-entry form. The Basic Resolution, as so amended, will
permit TVA to serve as transfer agent or paying agent. The Fiscal Agents, transfer agents and paying
agents will not be responsible for enforcing any rights or remedies of holders of the Power Bonds
under the Basic Resolution, as is now the case with the Trustee.

The Basic Resolution as so amended by the Third Amendatory Resolution will give to Holders
of 5% in aggregate principal amount of the then outstanding Power Bonds the right to give notices of
default to, and bring judicial proceedings against, TVA, which rights are presently lodged in the
Trustee and the holders of 25% in aggregate principal amount of the outstanding Power Bonds, as
described 1n the first four paragraphs under “Events of Default™.

The Basic Resolution as so amended will also permit TVA, in addition to the amendments
permitted by the Basic Resolution as described under “The Basic Resolution; Power Bonds—
Modifications of Resolutions and Qutstanding Bonds” in the Offering Circular, to amend the Basic
Resolution or any Supplemental Resolution without the consent of any holders of Power Bonds in
order to make any other modification or amendment which the Board by resolution determines will
not materially and adversely affect the interests of holders of Power Bonds.

The foregoing is a brief summary of certain provisions of the Third Amendatory Resolution.
This summary is not to be considered a full statement of the terms of the Third Amendatory Resolution
and, accordingly, is qualified by reference to the Third Amendatory Resolution. Copies in reasonable
quantity of the Third Amendatory Resolution may be obtained upon request directed to Tennessee
Valley Authority, 400 West Summit Hill Drive, Knoxville, Tennessee 37902, Attention: Treasurer.

TAX MATTERS

The following discussion describes certain United States federal (and state and local, where
specifically noted) income and estate tax consequences of the ownership of the Bonds, without
consideration of the particular facts and circumstances of each beneficial owner’s situation. The
discussion addresses only persons who will hold the Bonds as capital assets and does not address
taxpayers subject to special tax regimens or special tax situations, such as a dealer in securities. In
addition, the rules described below and their application to the Bonds are subject to change. Each
prospective beneficial owner is urged to consult its own tax advisor with respect to United States
federal and state income tax consequences of holding a Bond, as well as any consequences arising
under the laws of any other taxing jurisdiction.

For purposes of this discussion, “U.S. Person” means a citizen or resident of the United States,
or a corporation or partnership organized in or under the laws of the United States or any political
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subdivision thereof or an estate or trust the income of which is includible in gross income for United
States tax purposes regardless of its source. The term “U.S. beneficial owner” includes any U.S.
Person which is a beneficial owner of a Bond and any person which is a beneficial owner of a Bond
to the extent that the income attributable to such Bond is effectively connected with the person’s
conduct of a United States trade or business.

U.S. beneficial owners

A U.S. beneficial owner is subject to federal income taxation on interest on a Bond, and there is
no special exemption for a Bond from federal estate and gift tax. The Act, however, provides that
the Bonds are exempt both as to principal and interest from all taxation now or hereafter imposed by
any state or local taxing authority except estate, inheritance and gift taxes. This exemption might not
extend to franchise or other nonproperty taxes in lieu thereof imposed on corporations or to gain or
loss realized upon the sale or exchange of a Bond.

Upon a sale or exchange of a Bond, a U.S. beneficial owner generally will recognize capital gain
or loss equal to the difference between the amount realized on the sale or exchange and the beneficial
owner’s adjusted basis for the Bond.

If a U.S. beneficial owner purchases a Bond for less than its stated redemption price at maturity,
in general, that difference will be market discount (unless the discount is less than 1/4 of 1% of the
stated redemption price at maturity of the Bond multiplied by the number of complete years remaining
to maturity). In general, under the market discount rules, unless the U.S. beneficial owner elects to
accrue market discount in income currently, any gain on a disposition of a market discount Bond will
be ordinary income to the extent of accrued market discount, and deductions for a portion of the
interest on any indebtedness incurred or continued to purchase or carry the Bond may be deferred.

A U.S. beneficial owner who purchases a Bond for an amount greater than the amount payable
at maturity of the Bond may elect to amortize the bond premium. In the case of a U.S. beneficial
owner that makes an election to amortize bond premium or has previously made an election that
remains in effect, amortizable bond premium on a Bond generally will be treated as a reduction of
the interest income on a Bond on a constant yield basis (except to the extent regulations may provide
otherwise) over the term of the Bond. The basis of a debt obligation purchased at a premium is
reduced by the amount of amortized bond premium. An election to amortize bond premium will
apply to certain other debt instruments acquired at a premium by a U.S. beneficial owner and may
have different tax consequences depending on when the debt instruments were issued or acquired. A
U S. beneficial owner should consult a tax advisor before making that election.

Non-U.S. beneficial owners

A non-U.S. beneficial owner will not be subject to United States federal income taxation on
interest on a Bond. To qualify for the exemption from taxation, the last U.S. Person in the chain of
payment prior to payment to a non-U.S. beneficial owner (the “Withholding Agent”) must have
received in the year in which a payment of interest or principal occurs, or in either of the two preceding
years, a statement that (i) is signed by the beneficial owner under penalties of perjury, (ii) certifies
that such owner is not a U.S. beneficial owner, and (iii) provides the name and address of the beneficial
owner. The statement may be made on an Internal Revenue Service Form W-8 or substantially
similar substitute form and the beneficial owner must inform the Withholding Agent of any change
in the information on the statement within 30 days of such change. If a Bond is held through a
securities clearing organization or certain other financial institutions, the organization or institution
may provide a signed statement to the Withholding Agent. However, in such case, the signed statement
must be accompanied by a copy of a Form W-8 or substitute form provided by the beneficial owner
to the organization or institution holding the Bond on behalf of the beneficial owner.
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Generally, any amount which constitutes capital gain to a non-U.S. beneficial owner upon
retirement or disposition of a Bond will not be subject to federal income taxation in respect of such
amount. Certain exceptions may be applicable and an individual non-U.S. beneficial owner should
consult a tax advisor.

The Bonds will not be includible in the estate of a non-U.S. beneficial owner.

Backup Withholding

Backup withholding of United States federal income tax at a rate of 20% may apply to payments
made in respect of the Bonds to beneficial owners who are not exempt recipients and who fail to
provide certain identifying information (such as the beneficial owner’s taxpayer identification number)
in the manner required. Generally, individuals are not exempt recipients, whereas corporations and
certain other entities generally are exempt recipients. Payments made in respect of the Bonds to a
U.S. beneficial owner must be reported to the United States Internal Revenue Service, unless such
U.S. beneficial owner is an exempt recipient or establishes an exemption. Compliance with the
identification procedures (described in the preceding section) would establish an exemption from
backup withholding for those non-U.S. beneficial owners who are not exempt recipients.

In addition, upon the sale of a Bond to (or through) a broker, the broker must withhold 20% of
the entire purchase price, unless either (i) the broker determines that the seller is a corporation or
other exempt recipient or (ii) the seller provides, in the required manner, certain identifying
information and, in the case of a non-U.S. beneficial owner, certifies that such seller is a non-U.S.
beneficial owner (and certain other conditions are met). Such a sale must also be reported by the
broker to the United States Internal Revenue Service, unless either (i) the broker determines that the
seller is an exempt recipient or (ii) the seller certifies its non-U.S. status (and certain other conditions
are met). Certification of the beneficial owner’s non-U.S. status usually would be made on Form
W-8 under penalties of perjury, although in certain cases it may be possible to submit other
documentary evidence. The term broker, generally includes all persons who, in the ordinary course
of a trade or business, stand ready to effect sales made by others, as well as brokers and dealers
registered as such under the laws of the United States or a state. These requirements generally will
apply to a U.S. office of a broker, and the information reporting requirement generally will apply to a
foreign office of a United States broker, as well as to a foreign office of a foreign broker (i) who is a
controlled foreign corporation within the meaning of Section 957(a) of the Internal Revenue Code or
(i1) 50% or more of whose gross income from all sources for the 3-year period ending with the close
of its taxable year preceding the payment (or for such part of the period that the foreign broker has
been in existence) was effectively connected with the conduct of a trade or business within the United
States.

Any amounts withheld under the backup withholding rules from a payment to a beneficial owner
would be allowed as a refund or a credit against such beneficial owner’s United States federal income
tax, provided that the required information is furnished to the United States Internal Revenue Service.

LEGALITY OF INVESTMENT

The Bonds are lawful investments and may be accepted as security for all fiduciary, trust and
public funds, the investment or deposit of which shall be under the authority or control of any officer
or agency of the United States. 16 U.S.C. § 831n-4(d).

The Bonds are acceptable as collateral for Treasury tax and loan accounts pursuant to 31 C.F.R.
§ 203.15(d)(1).

National banks may deal in, underwrite and purchase the Bonds for their own accounts in an
amount not to exceed 10% of unimpaired capital and surplus. 12 U.S.C. § 24, seventh paragraph.

Federal Reserve Banks may accept the Bonds as eligible collateral for advances to depository
institutions. 12 U.S.C. § 347 and 12 C.F.R. § 201.108(b)(13).
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Federal savings and loan associations and federal savings banks may invest in the Bonds without
regard to limitations generally applicable to investments. 12 U.S.C. § 1464(c)(1)F).

The Bonds are “liquid assets” for federal savings and loan associations, federal savings banks and
other Federal Home Loan Bank members, provided five years or less remain until maturity. 12 C.F.R.
§ 523.10(g)(3)(vii).

The Bonds are eligible as collateral for advances by Federal Home Loan Banks to federal savings
and loan associations, federal savings banks and other members for which the Bonds are legal
investments. 12 U.S.C. § 1430(a) and 12 C.F.R. § 525.7(b)(2).

Federal credit unions may purchase the Bonds. 12 U.S.C. § 1757(7)(E).

The Bonds are “obligations of a corporation which is an instrumentality of the United States”
within the meaning of Section 7701(a)(19)}C)(ii) of the Internal Revenue Code for purposes of the 60
percent of assets limitation applicable to domestic building and loan associations.

UNDERWRITERS

Under the terms and subject to the conditions contained in an Underwriting Agreement dated
the date hereof, the Underwriters named below have severally agreed to purchase, and TVA has agreed
to sell to them, severally, the respective principal amounts of Bonds set forth opposite their respective
names below:

Principal Amount

(In Thousands)
Underwriter Series F Series G

Morgan Stanley & Co. Incorporated ..........cocceeeiiiiieeenn. $ 149,000 $ 250,000
The First Boston COrporation ...........ccceeceviieeeeeneeeeecnness 148,500 249,900
Goldman, Sachs & Co. .....cccovviiiicieiiieeeeeeeec e 148,500 249,900
Merrill Lynch, Pierce, Fenner & Smith

Incorporated .......oooociiiierriniieen s 148,500 249,900
Salomon Brothers InC .....ccooevveeveeieeieiiieeeeeicieeeeeeveeeeeereeeee 148,500 249,900
Shearson Lehman Hutton IncC.......cccoeveeeviiieiceiiiniieeenirnenn. 148,500 249,900
AIBC Investment Services COrp. .....cocvveivvicveeriiinierinnes 3,500 5,500
Amsouth Bank NLA. ... 3,500 5,500
Bank of America NT & SA ... 15,000 25,000
BT Securities COrporation............ccccevviviveeeerecerearronsnseneens 15,000 25,000
Bear, Stearns & Co. INC. ...ccoovvriiiiiieeeeccrreeeee e, 15,000 25,000
J.C. Bradford & Co. ..ccceeviiiiiieeiieire e veeeeeeeeeeeieeane e 15,000 25,000
Central Bank of the South .......c.coooiiiiiciiiicee, 3,500 5,500
Chase Securities, INC.........oooeeiiiiiiire v ceineeeereeeeera e 15,000 25,000
Chemical Securities, INC. .....oovvviiiieriiiiiiiieee e 15,000 25,000
Cherokee Securities COMPANY .....cccocevevvivrieieeeriraceenrveeees 3,500 5,50C
Citicorp Securities Markets, InC.......cccoooviiieennieecinnnneen. 15,000 25,000
Citizens & Southern National Bank ........cccccovveeiieeeninnnnn. 3,500 5,500
Craigie Incorporated...........ccoeviiiiiiiiii e 3,500 5,500
Cumberland Securities Company, Inc. ..o, 3,500 5,500
Daiwa Securities America INC. .....cooovevveveiivreeeiriicerriennn. 15,000 25,000
Daniels & Bell, INC.iveiiieei e rivea e 3,500 5,500
Deutsche Bank Capital Corporation ..........c..ccceeenvveee.. 15,000 25,000
Dillon, Read & Co. INC. ...cooovririririeeeeiieee e 15,000 25,000
Discount Corporation of New York......c..cc.oeccvveiviinneen. 3,500 5,500
Doley Securities, INC.........ccccvveviiiiiiieriiiiinrccee e 3,500 5,500
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Principal Amount

(In Thousands)
Underwriter Series F Series G
Dominion Investment Banking, Inc............cooeevvvivvinnnnee. $ 3,500 $ 5,500
Donaldson, Lufkin & Jenrette Securities Corporation.... 15,000 25,000
A. Webster Dougherty & Co. Incorporated..................... 3,500 5,500
Drexel Burnham Lambert Incorporated.......................... 15,000 25,000
Duncan-Williams, INC. .....ccccvviimviiiiciiiiccitireeiee s cevee e 3,500 5,500
A.G. Edwards & Sons, InC. ....ccoveeririceiieeiniiiiiiieeieeeeeeeenenees 3,500 5,500
Equitable Securities Corporation ............ccccceeevviveevrernnnns 3,500 5,500
Ewing Capital, INC. .......ocoeeiiiiiieeiiiececie e 3,500 5,500
First American National Bank of Nashville.................... 3,500 5,500
First National Bank of Chicago..........ccccovvvvmmveviciennninnnn. 15,000 25,000
First Tennessee Bank National Association.................... 15,000 25,000
First Union National Bank of North Carolina................ 3,500 5,500
FIrst Wachovia......cccccooiioiveeeereeeeetee et ee e 3,500 5,500
Grigsby Brandford Powell Inc..........cccccovvvvvvvmviivinieernnne 3,500 5,500
Howard, Weil, Labouisse, Friedrichs Incorporated ........ 3,500 5,500
Interstate/Johnson Lane Corporation ..........ccceeveveveenenes 3,500 5,500
Edward D. Jones & Co. ....evveviiemireiiiiieerieeeeieeeeeeeeee e 3,500 5,500
Kidder, Peabody & Co. Incorporated..........cc.ccoeeecerinnn. 15,000 25,000
Lazard Freres & Co. oo viiiieeeeeeeeeeeeeeeee e aeeneneneneens 15,000 25,000
WR Lazard & Laidlaw Incorporated.........cccouvvveeennneneen. 3,500 5,500
Manufacturers Hanover Securities Corporation.............. 15,000 25,000
Marcus, Stowell & Beye, INC....ocovvevveieenvveeeeeireceeiienen, 3,500 5,500
McDonald & Company Securities, INC. .....c.covvevivveernnenn. 3,500 5,500
J.P. Morgan Securities INC. ......cccovviveecirivreecenirieerireeean. 15,000 25,000
Morgan Keegan & Company, Inc.........ccoovveevvieecvennneee. 15,000 25,000
National Bank of Commerce (Memphis) ........................ 3,500 5,500
NCNB National BanK...cooooooieiiiiiiiiiiiineieiieeeee e 3,500 5,500
The Nikko Securities Co. International, Inc. .................. 15,000 25,000
Nomura Securities International, Inc..........ooevveviinennn. 15,000 25,000
PaineWebber Incorporated........c....ccoovveevieeecveicecieecneee. 15,000 25,000
Prescott, Ball & Turben, Inc. .........oooveevvierieeiiiee e 3,500 5,500
Printon, Kane & Co.....coooovvimeieeeeeeee e 3,500 5,500
Prudential-Bache Securities INC........oooveeeeeeeiinireveeennnnn. 15,000 25,000
Pryor, Govan, Counts & Co., INC. ...oovvvivvemieeeeeeeeeeann. 3,500 5,500
The Robinson-Humphrey Company, Inc.........cecuueeeee 3,500 5,500
Scully Brothers Foss & Wight........cccccoooovvviiviivrienereeen 3,500 5,500
Security Pacific Merchant Bank ........cccococcvivveeiiiiinieinnn, 15,000 25,000
Smith Barney, Harris Upham & Co. Incorporated ......... 15,000 25,000
South Carolina National Bank .......ccccovovevirveviiiniirerecnns 3,500 5,500
Sovran Bank, N.A. ..o 3,500 5,500
Stephens INC......oooviiiiieeee et 3,500 5,500
SBCI Swiss Bank Corporation Investment Banking Inc. 15,000 25,000
Trust Company Bank.........c..oocociiiiiioieiiieeeeeceeeeeees 3,500 5,500
Tucker Anthony Incorporated...............ooevvnmeivvverereeenenn. 3,500 5,500
UBS Securities INC. ...ccvvvvvveiieeeeeeeeeeeee e 15,000 25,000
Union Planters Investment Bankers Group, Inc............. 3,500 5,500
Ward Associates, INC. .......ocoeeevvriiecriieeiieeceeeeceeeereeeeeeees 3,500 5,500
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Principal Amount
(In Thousands)

Underwriter Series F Series G
Wertheim Schroder & Co. Incorporated ..., $ 15,000 $ 25,000
Westpac Pollock Government Securities Inc. ................. 15,000 25,000
Wheat, First Securities, INC. ......oovvvriiiiiieeiriiiiieveieeeen. 3,500 5,500
Dean Witter Reynolds Inc. ......oeviivveeinciiiiiiiiiieeee 15,000 25,000
Yamaichi International (America), Inc. ............c.cccoee.. 15,000 25,000
TOtAL. e e $1,500,000 $2,500,000

The Underwriting Agreement provides that the obligations of the several Underwriters to pay for
and accept delivery of the Bonds are subject to the approval of certain legal matters by their counsel
and to certain other conditions. The Underwriters are committed to take and pay for all of the Bonds
if any are taken.

The Underwriters propose to offer part of the Bonds directly to the public at the public offering
price set forth on the cover page hereof and part to certain dealers at a price that represents a
concession not in excess of .400% of the principal amount of the Series F Bonds and .425% of the
principal amount of the Series G Bonds. Any Underwriter may allow, and such dealers may reallow,
a concession not in excess of .250% of the principal amount of the Bonds to certain other dealers.

TVA has agreed to indemnify the several Underwriters against certain liabilities.

VALIDITY OF THE BONDS

The validity of the Bonds will be passed upon for TVA by Edward S. Christenbury, Esq., General
Counsel of TVA, and for the Underwriters by Mudge Rose Guthrie Alexander & Ferdon, 180 Maiden
Lane, New York, New York 10038.

* % k kx Xk X

Any statements in this Offering Circular Supplement involving matters of opinion, whether or
not expressly so stated, are intended as such and not as representations of fact. This Offering Circular
Supplement is not to be construed as a contract or agreement with the purchaser of any of the Bonds.

This Offering Circular Supplement has been approved by a duly authorized officer of the Tennessee
Valley Authority.

Tennessee Valley Authority

By: /s/ WiLLiaM F. MALEC

William F. Malec
Senior Vice President and
Chief Financial Officer

Dated November 17, 1989
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OFFERING CIRCULAR
of
TENNESSEE VALLEY AUTHORITY
A Wholly Owned Corporate Agency and Instrumentality of the
UNITED STATES OF AMERICA

The Tennessee Valley Authority (“TVA” or “Corporation”) presents this Offering Circular for
the information of potential purchasers of its Power Bonds (the “New Power Bonds™) to be issued
pursuant to authority vested in TVA by the Tennessee Valley Authority Act of 1933, as amended (the
“Act™), and pursuant to the Basic Tennessee Valley Authority Power Bond Resolution adopted by the
Board of Directors of TVA (the “Board”) on October 6, 1960, as amended on September 28, 1976
and on October 17, 1989 (the “Basic Resolution™).

THE TENNESSEE VALLEY AUTHORITY

TVA is a wholly owned corporate agency and instrumentality of the United States established by
the Act with the objective of developing the resources of the Tennessee Valley region in order to
strengthen the regional and national economy and the national defense. Its specific purposes include:
(1) an ample supply of power within an area of 80,000 square miles; (2) a modern navigable channel
for the Tennessee River; (3) flood control on the Tennessee River and its tributaries, and assistance
to flood control on the lower Ohio and Mississippi Rivers; (4) development and introduction of more
efficient soil fertilizers; and (35) greater agricultural and industrial development and improved forestry
in the Tennessee Valley region.

TVA’s programs fall into two types of activities—the power program and the non-power programs.
Substantially all TVA revenues and assets are attributable to the power program. TVA’s non-power
programs, like similar services provided by the federal government in other regions of the country,
are funded by Congressional appropriations. For the fiscal year ending September 30, 1989,
Congressional appropriations for the non-power programs were $103 million. TVA will also receive
$121 million in Congressional appropriations for fiscal 1990. The power program is required to be
self-supporting from revenues it produces. Financial accounts for the two types of TVA activities—
power and non-power—are kept separately. Proceeds from the sale of TVA’s bonds, notes, and other
evidences of indebtedness, including New Power Bonds (collectively “Evidences of Indebtedness™),
may be used only for the power program.

TVA is authorized by the Act to 1ssue Evidences of Indebtedness to assist in financing its power
program in an amount not exceeding $30 billion outstanding at any one time. At June 30, 1989,
outstanding Evidences of Indebtedness aggregated $18.9 billion, including $300 million of Power
Bonds held by the Federal Financing Bank (the “FFB™) that are being redeemed under in-substance
defeasance arrangements. See “The Refinancing Plan and Use of Proceeds”. Congress has reserved
the right to alter, amend, or repeal the Act, but has provided that no amendment or repeal shall
operate to impair the obligation of any contract made by TVA in the exercise of any power conferred
by the Act.

The date of this Offering Circular is October 17, 1989



TVA’S STATUS AS A U.S. GOVERNMENT CORPORATION

TVA is, and has been since its inception, a wholly owned corporate agency and instrumentality
of the United States of America.

TVA is administered by the Board which is composed of three persons appointed by the President
and confirmed by the Senate. Appointments are for nine-year staggered terms with one term expiring
with each three-year interval. The Board has sole authority for determining the rates which TVA
charges for power. The Act requires the Corporation to charge rates for power which, among other
things, will produce gross revenues sufficient to provide funds for operation, maintenance, and
administration of its power system; payments to states and counties in lieu of taxes; debt service on
outstanding Evidences of Indebtedness, including provision and maintenance of reserve funds and
other funds established in connection therewith; and annual payments to the U.S. Treasury (the
“Treasury”) in repayment of and as a return on the Government’s appropriation investment in TVA
power facilities. See “The Basic Resolution; Power Bonds”. Such appropriation investment totaled
$768 million as of June 30, 1989. See “Certain Provisions of the Tennessee Valley Authority Act—
Payments to the Treasury”.

TVA is required annually to file with the President and with the Congress a financial statement
and a complete report as to the business of the Corporation. The Comptroller General of the United
States is authorized to periodically audit the transactions of TVA.

Under certain conditions, TVA may borrow from the Treasury up to $150 million for a period
of one year or less. Since 1962, TVA has borrowed $150 million each year under such arrangement
with the Treasury. Additionally, any issuance by TVA of Evidences of Indebtedness with a term of
one year or longer is subject to the approval of the Secretary of the Treasury as to the issue date and
maximum interest rate. The borrowing authority of TVA is treated as budget authority by the Office
of Management and Budget for purposes of the budget of the United States.

From 1960 to 1974, TVA issued Evidences of Indebtedness in the public markets. Beginning in
1974, with the exception of its borrowings from the Treasury, TVA has borrowed solely from the
FFB. Pursuant to the Federal Financing Bank Act of 1973, Congress established the FFB under the
general direction and supervision of the Secretary of the Treasury. The purpose of the FFB is to
coordinate the market financing of federal agencies and, accordingly, it is authorized to purchase
obligations issued, sold or guaranteed by any federal agency.

Interest on Evidences of Indebtedness issued by TV A is subject to federal income taxation. Under
the Act. Evidences of Indebtedness are exempt both as to principal and interest from all taxation now
or hereafter imposed by any state or local taxing authority except estate, inheritance and gift taxes.

THE REFINANCING PLAN AND USE OF PROCEEDS

TVA has implemented a significant cost reduction program over the past several years in an
ongoing effort to minimize rates for its power. However, TVA continues to be burdened by high
interest costs. Interest expense was equivalent to approximately 36 percent of total revenues in the
twelve months ended June 30, 1989. During June and July of 1989, TVA successfully executed an
in-substance defeasance of $800 million of Power Bonds held by the FFB which will be redeemed on
their respective first call dates, except that under certain circumstances, with the concurrence and at
the option of the FFB. such Power Bonds may be repaid prior to their first call dates. In July 1989,
in order to generate further interest cost savings, TVA announced plans to pursue alternatives for the
refinancing of additional high-coupon debt.

TVA proposes to issue approximately $8 billion of New Power Bonds principally for the purpose
of defeasing approximately $6.7 billion of Power Bonds held by the FFB with a weighted average
coupon of approximately 12.25 percent. TVA’s long-term borrowings from the FFB totaled $16.7
billion at June 30, 1989,



The Power Bonds to be refinanced are to be redeemed on the earliest permitted date. Set forth
below is a list, showing the amounts to be refinanced, coupons, call premiums at first call dates, and
first call dates of the Power Bonds held by the FFB which TVA presently proposes to refinance.

Call Premium

Bond Amount to be at First
Issue Refinanced Coupon Call Date First Call Date
(Millions)

1980A $500 11.225% 6.640% January 31, 1990
1980B 500 12.955% 7.670% March 31, 1990
1980C 500 10.475% 6.200% June 30, 1990
1980D 500 10.890% 6.450% August 31, 1990
1980E 500 12.425% 7.350% November 30, 1990
1981A 500 12.735% 8.420% March 31, 1991
1981B 500 12.925% 8.540% April 30, 1991
1981C 500 13.255% 8.760% June 30, 1991
1981E 650 13.035% 8.620% December 31, 1991
1982A 700 13.565% 8.970% April 30, 1992
1982B 150 13.575% 8.970% May 31, 1992
1982D 100 11.945% 7.900% September 30, 1992
1982E 200 10.725% 7.090% November 30, 1992
1983A 150 10.575% 6.990% January 31, 1993
1983B 150 10.575% 6.990% March 31, 1993
1983C 100 10.425% 6.890% May 31, 1993
1983D 250 11.685% 7.720% August 31, 1993
1983E 150 11.905% 7.870% January 31, 1994
1984A 100 12.055% 7.970% January 31, 1994

TVA presently anticipates accomplishing this refinancing by effecting an in-substance defeasance,
pursuant to which, the proceeds of New Power Bonds will be deposited with a trustee and invested
in securities (the “Defeasance Portfolio”) which satisfy the requirements for an in-substance defeasance
under Statement of Financial Accounting Standards No. 76, “Extinguishment of Debt”. The
Defeasance Portfolio will bear interest and mature at times and in amounts sufficient to redeem at
par plus the applicable premium and to pay interest on such Power Bonds to their respective first call
dates.

In September 1989, TVA announced, based on discussions with the Treasury, that it would access
the public markets to effect this refinancing. FFB has advised TVA that FFB policy does not permit
federal agencies accessing public markets financing to freely access FFB financing. However, FFB
and TVA have signed a letter of intent covering a mutual understanding pursuant to which FFB will
provide, for a period of at least two years, a short term facility of $2 billion for working capital
purposes. In addition, FFB will, for a period of up to four years, continue to make available up to
$2.5 billion of financing for TVA’s nuclear fuel lease arrangement with Seven States Energy Corporation
(“SSEC™). See “Nuclear Power Program—Nuclear Fuel”.

Pursuant to this understanding, TVA anticipates that FFB will enter into an agreement with TVA
under which FFB will commit to purchase for a two year period, up to $2 billion at any one time
outstanding of short term Power Bonds. All such Power Bonds must mature not later than the end
of such two year period. Such agreement will be extendable at the option of FFB for further two year
periods.

With regard to the nuclear fuel financing facility, TVA presently estimates that $2.3 billion will
be outstanding under such facility at the end of the four year period of availability. At such time,
this amount will be required to be financed through some other arrangements which may include the
issuance of Power Bonds.

The letter of intent also provides that notwithstanding the longstanding FFB policy of not allowing
an FFB borrower to return to the FFB for funding after having borrowed in the market, the FFB will
consider a proposal by TVA to return to the FFB for funding after it has borrowed in the market and
will give TVA a good faith hearing to make its case in light of then existing circumstances. Permission
to return to the FFB would constitute a major change to existing FFB policy.

The refinancing and defeasance plans are subject to, among other things, changes in market
conditions and financing objectives. Therefore, there can be no assurance that TVA will complete
this refinancing as described above.



SELECTED FINANCIAL DATA

The following selected financial data of TVA’s power program for the fiscal years 1984 through
1988 have been derived from TVA’s audited financial statements. Data for the twelve months ended
June 30, 1989, are derived from unaudited financial statements which in the opinion of management
of TVA include all adjustments (consisting only of normal recurring adjustments) necessary for the
fair presentation of results for such period. The data below should be read in conjunction with the
financial statements and notes thereto presented elsewhere herein. Results for the twelve months
ended June 30, 1989, are not necessarily indicative of results for the fiscal year ending September 30,

1989.
Twelve Fiscal Year Ended September 30

Months Ended
June 30, 1989

Power Earnings Data (Unaudited) 1988 1987 1986 1985 1984
(Dollars in Millions)
Operating Revenues ...................... $5,182 $5,322  $5,156  $4,638 $4,547 $4,453
Operating Expenses.......ccceecveeeennns 3,337 3,450 3,300 3,018 2,802 2,774
Operating Income................... 1,845 1,872 1,856 1,620 1,745 1,679
Other Income
and Deductions...........cceeeenvnnn. 56 (155) (172) (196) (286) (787)
Income Before
Interest Charges .......ccoovvveeeennnn. 1,901 1,717 1,684 1,424 1,459 892
Interest EXpense ........cccoeeennnnn.. 1,863 1,829 1,756 1,693 1,611 1,559
Allowance for Funds Used
During Construction.................. (282) (525) (523) (543) (578) (533)
Net Interest Charges............... 1,581 1,304 1,233 1,150 1,033 1,026
Net Power Income............... $ 320 $ 413 $ 451 % 274 % 426 $ (134)
Ratio of Earnings to Fixed Charges
(Unaudited)' ....cooovvverereeirecnee, 1.17 1.23 1.26 1.16 1.27 0.91
June 30, September 30
1989
Power Balance Sheet Data (Unaudited) 1988 1987 1986 1985 1984
{Dollars in Millions)
Assets
Property Plant and Equipment... $21,155 $20,618 $19,355 $18,272 $16,848 §15,615
Investment Funds.........ccccceeee.... 837 922 710 502 329 145
Current ASSetS.......cccoeevevvennmrnnnnes 1,680 1,194 1,273 1,067 1,183 1,432
Deferred Charges and Other
ASSES...oiiiiiiiieeee e e e e eee e 2,842 3,090 2,979 2,965 3,173 3,453
TOTAL ASSETS .....cccccee... $26,514 $25.824 $24,317 $22,806 $21,533 $20,645
Capitalization and Liabilities
Proprietary Capital..................... $ 3,780 $ 3,508 $ 3.184 $ 2,827 $ 2,659 § 2,349
Long-Term Debt...cccoceevvennnnneenn. 17,803 17,403 17,502 16,102 15,521 14,521
Other Liabilities........ccccccoeeune... 2,818 2,677 2,266 2,229 1,834 1,796
Current Liabilities .......c.cc...u.e..e. 2,113 2,236 1,365 1,648 1,519 1,979
TOTAL CAPITALIZATION

AND LIABILITIES............. $26,514 $25,824 $24,317 $22,806 $21,533 $20,645

! Ratio of Earnings to Fixed Charges is calculated by dividing Net Power Income plus Interest Charges
by Interest Charges.
2 Includes $500 million of debt defeased through in-substance defeasance arrangements in July 1989.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Cost Reduction Program

In 1988, the Board announced a restructuring and downsizing of TVA and set a goal of no rate
increases for three years beginning with fiscal 1989. To accomplish this goal, significant steps have
been taken to make the power system more efficient and productive. The number of TVA employees
and personnel supplied by third party contractors has been reduced from 36,300 as of June 30, 1988,
to 27,500 as of June 30, 1989. The cumulative annual labor cost reduction, including that for
contractor personnel, is estimated at $400 million at September 30, 1989. This amount includes both
operating and capitalized costs. Approximately 55 percent of these costs are operating expenses.
Further employee reductions and other economies and efficiencies are expected to reduce operating
expenses by an additional $45 million for fiscal 1990. Additional reductions in employment have
been announced that are expected to lower total employment from 25,800 as of August 1989 to about
24,000 by the end of fiscal 1990, excluding personnel supplied by third party contractors.

The management actions taken to reduce cost and interest expense have led to the achievement
of the no-rate-increase goal for the fiscal year ending September 30, 1989. The Board recently
determined that there is no need to adjust rates for fiscal 1990. Other cost reductions and efficiencies
are being studied to contribute to the achievement of the no-rate-increase goal for the third year.

Results of Operations

Earnings Summary

Net income for the twelve months ended June 30, 1989 (unaudited), decreased by 23 percent
compared to fiscal 1988. The decrease resulted primarily because the allowance for funds used during
construction (“AFUDC”) decreased by $243 million. AFUDC, which is a noncash addition to net
income, declined as a result of TVA’s action to defer construction at two nuclear units—Watts Bar
Unit Two and Bellefonte Unit One. See “Nuclear Power Program”. In addition, revenues declined
$140 million primarily because of reduced payments from the Department of Energy (the “DOE™).
See Note 13 of Notes to Financial Statements. Partially offsetting these negative impacts on net
income was a $353 million decrease in operating expenses (excluding depreciation and amortization),
much of which resulted from TVA’s cost reduction program. Net income decreased by 8 percent
from fiscal 1987 to fiscal 1988 primarily because of an increase in net interest charges. The decrease
in fiscal 1988 followed a 65 percent increase from fiscal 1986 to fiscal 1987 which was primarily the
result of a $339 million rate adjustment in fiscal 1987.

Operating Revenues

Operating revenues decreased by 3 percent in the twelve months ended June 30, 1989, compared
to fiscal 1988 primarily due to lower sales to DOE. Operating revenues increased 3 percent in fiscal
1988 from fiscal 1987 and 11 percent in fiscal 1987 from fiscal 1986, primarily due to higher sales to
municipalities and cooperatives in each fiscal year. Revenues from the sale of electric energy to
municipalities and cooperatives have represented 80 percent, 77 percent, 77 percent, and 75 percent
of total revenues for the twelve months ended June 30, 1989, and fiscal years 1988, 1987, and 1986,
respectively. Sales of electric energy to municipalities and cooperatives increased 7.8 billion kilowatt
hours (*kWh”) from fiscal 1986 to the twelve months ended June 30, 1989. The largest increase in
sales volume to municipalities and cooperatives from fiscal 1986 to fiscal 1987 was 4.1 billion kWh,
excluding the effect of an accounting change to record unbilled revenue. See Note 1 of Notes to
Financial Statements. Energy sales in kWh to industries increased by 6 percent in the twelve months
ended June 30, 1989, compared to fiscal 1988, and 4 percent in fiscal 1988 compared to fiscal 1987,
after a 3 percent decrease from fiscal 1986 to fiscal 1987. Revenues from federal agencies declined
primarily because of reductions in sales to DOE.

Operating Expenses

Operating expenses for the twelve months ended June 30, 1989, decreased by $318 million
compared to fiscal 1988, excluding the amortization of losses on cancelled nuclear generating units
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representing $232 million and $27 million in the twelve months ended June 30, 1989, and fiscal 1988,
respectively. This decrease follows increases of $155 million in fiscal 1988 and $250 million in fiscal
1987. Much of the decrease in expenses in the twelve months ended June 30, 1989, is attributable to
TVA’s cost cutting efforts.

Financial Condition

Liquidity and Capital Resources

TVA’s liquidity is affected primarily by construction expenditures and by expenditures related
to debt maturities and redemptions. The resources available to meet these requirements include
internal cash generation and external financing. In June and July 1989, an in-substance defeasance
totaling $800 million of TVA’s highest cost Power Bonds was accomplished with the proceeds from
the liquidation of a bond retirement fund. This action will provide annual net savings of approximately
$40 million. TVA also plans to provide for the in-substance defeasance of up to $6.7 billion of
additional high-coupon debt by issuing New Power Bonds. The defeasance of the total $6.7 billion
could result in a reduction of interest expense by up to $100 million annually. See “The Refinancing
Plan and Use of Proceeds”.

TVA met 65 percent of its capital requirements for the twelve months ended June 30, 1989, from
cash generated internally, compared with 29 percent in fiscal 1988, 42 percent in fiscal 1987, and 23
percent in fiscal 1986. The increase in the twelve months ended June 30, 1989, is due primarily to a
significant increase in amortization of cancelled nuclear plant being recovered currently through rates.
See Note | of Notes to Financial Statements.

During the twelve months ended June 30, 1989, $700 million of long-term debt was issued to
redeem a maturing issue of $500 million of Power Bonds and to provide $200 million for the
construction program. The net increase in long-term debt to finance the power program was $400
million in fiscal 1988, $855 million in fiscal 1987, and $1,025 million in fiscal 1986.



THE AREA SUPPLIED BY TVA

TVA supplies power in most of Tennessee, in northern Alabama, northeastern Mississippi, and
southwestern Kentucky, and in small portions of Georgia, North Carolina, and Virginia. The
population of the area served by TVA is over 7 million. Subject to certain minor exceptions, TVA
may not without specific authorization by Act of Congress enter into contracts which would have the
effect of making it or its distributors a source of power supply outside the area for which TVA or its
distributors were the primary source of power supply on July 1, 1957.

TVA is primarily a wholesaler of power. Its customers are composed of three major groups: (1)
distributors, consisting of municipal and cooperative systems; (2) industries which have large or
unusual loads; and (3) federal agencies. In addition, TVA has entered into exchange power arrange-
ments with most of the surrounding electric systems.

RATES, CUSTOMERS AND MARKET

The Act delegates to the Board sole responsibility for establishing the rates which TVA charges
and authorizes it to include in power contracts such terms and conditions as in its judgment may be
necessary or desirable for carrying out the purposes of the Act. The Act requires the Corporation to
charge rates for power which, among other things, will produce gross revenues sufficient to provide
funds for operation, maintenance, and administration of its power system; payments to states and
counties in lieu of taxes; debt service on outstanding Evidences of Indebtedness, including provision
and maintenance of reserve funds and other funds established in connection therewith; and annual
payments to the Treasury in repayment of and as a return on the Government’s appropriation
investment in TVA power facilities. See “The Basic Resolution; Power Bonds—Rate Covenant”.
Rates set by the Board are not subject to review or approval by any state or federal regulatory body.

The revenue increases resulting from rate adjustments implemented by the Board in fiscal years
1986, 1987, and 1988 were 3.9 percent, 7.5 percent, and 1.8 percent, respectively. The Board
determined that there was no need to adjust rates for fiscal years 1989 and 1990.

Because of DOE’s withholding of certain power contract payments, it was initially determined
that an increase of 7.8 percent was necessary for fiscal 1988 and such an increase was placed in effect.
However, after a resolution of the DOE matter by agreement between TVA and DOE in December
1987, a substitute adjustment was implemented three months later that reduced the increase to the
1.8 percent noted above. For a discussion of the DOE matter, see “Federal Agencies” below.

A summary of power program operating revenues by customer groups for each of the last five
fiscal years ended September 30, and for the twelve months ended June 30, 1989, follows:

Municipal and Electric
Cooperative Federal Utilities
Total Distributors Industries Agencies' and Other
{Dollars in Millions)
Twelve Months Ended June 30,
1989 (Unaudited).......cccoe........ $5,182 $4,121 $524 $442 $95
Fiscal Year
1988 ..o 5,322 4,100 513 611 98
1987 e 5,156 3,974 502 596 84
1986 ...ueeiieieeeeieeeeee e, 4,638 3,487 556 518 71
1985 e, 4,548 3,272 629 566 81
1984 s 4,453 3,190 685 649 (71)?

! Includes TVA use for construction and non-power programs.
2 Includes revenue credit of $150 million which was refunded to customers in fiscal 1985.
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Municipal and Cooperative Distributors

TVA has entered into contracts with 160 municipal and cooperative distributors. Such contracts
require distributors to purchase substantially all of their electric power and energy requirements from
TVA. Standard power contracts with the municipal and cooperative distributors are for terms of 20
years but are subject to termination by TVA or the distributor after the first 10 years on at least four
years prior notice. Municipal and cooperative distributors accounted for approximately 79.5 percent
of total operating revenues in the twelve months ended June 30, 1989. The present average remaining
term of all such distributor contracts is about eleven years.

The contracts contain standard provisions specifying the wholesale rates, resale rates, and terms
and conditions under which the power is to be distributed. Under the contracts, TVA, on a quarterly
basis, may determine and make adjustments in the wholesale rate schedule with corresponding
adjustments in resale rate schedules necessary to enable TVA to meet all requirements of the Act and
the tests and provisions of its bond resolutions. In addition, the contracts provide for agreement
between the parties on general or major changes in both the wholesale and resale rate schedules, and
permit TVA, if agreement is not reached, to make changes in such schedules to carry out the objectives
of the Act, to meet financial requirements and tests, and to comply with the provisions of its bond
resolutions.

In the twelve months ended June 30, 1989, the average charge for power sold to distributors
under TVA’s wholesale power rate was 4.4 cents per kWh.

The resale rates under which the distributors serve ultimate consumers are stipulated in the power
contracts between the distributors and TVA and are revised from time to time to reflect changes in
costs, inciuding changes in the wholesale cost of power. They are designed to promote the Act’s
objective of an adequate supply of power at the lowest feasible rates. The average residential charge
in the TVA region was 5.7 cents per kWh for the calendar year 1988. The corresponding national
average was 7.5 cents per kWh for the calendar year 1988.

Five of the municipalities which purchase power from TVA accounted for 29 percent of total
revenues for the twelve months ended June 30, 1989. These municipal distributors and the expiration
dates of their current contracts are listed below. These contracts may be terminated upon four years
notice to TVA, but no earlier than ten years before their expiration dates.

Memphis, Tennessee............. December 31, 2004
Nashville, Tennessee............. December 18, 1997
Knoxville, Tennessee ............ June 30, 2008
Chattanooga, Tennessee........ January 22, 2009
Huntsville, Alabama ............. May 25, 2000

Industries Served Directly

Contracts with industries served directly by TVA normally are for terms of 10 years but are
subject to termination by TVA or the customer upon a minimum notice period that varies according
to the customer’s contract demand and the period of time service has been provided at that location.
Industries directly served accounted for approximately 10.2 percent of total power revenues in the
twelve months ended June 30, 1989. The power sold directly to industries is delivered under contracts
at rates established by TVA. Such rates are the same as those charged by distributors to large industries
(those with demand greater than 5,000 kW) they serve. The average charge to directly served industrial
customers during the twelve months ended June 30, 1989, was 3.3 cents per kWh.

Federal Agencies

Power is sold to federal agencies under the same contract terms and rates as directly served
industries. In the twelve months ended June 30, 1989, the average charge for power sold to directly
served federal agencies, excluding that to DOE, was 4.8 cents per kWh. Revenues received from DOE
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amounted to approximately 10 percent of revenues in fiscal years 1986 through 1988 and the twelve
months ended June 30, 1989. Under an agreement with DOE, DOE’s payment obligations will be
phased out over the remaining contract term through 1994, Reductions in demand under the DOE
contracts have been taken into account in TVA’s future supply plans. See Note 13 of Notes to
Financial Statements.

COMPETITION

The electric power industry has become increasingly competitive in the past decade. Competition
may intensify in the future as a result of federally encouraged deregulation of utilities affecting the
wholesale power markets. Although other power suppliers, under certain circumstances, may sell
power in the area where TVA power is distributed, there are statutory provisions restricting TVA
from expanding the area in which it is a source of power supply. It is important that TVA market
power at rates competitive with other suppliers in the region. TVA’s success in keeping power rates
constant for two successive years is already showing results. TVA believes that its rate freeze has
assisted distributors of TVA power in competing for new commercial and industrial loads. Interest
has been exhibited by existing industrial customers in expanding their operations.

In today’s competitive environment, other power suppliers may make offers to serve any of TVA’s
customers. Upon expiration or termination of a customer’s contract with TVA, a customer may be
able to contract with another supplier. The city of Memphis, which accounted for 9 percent of TVA
power operating revenues in the twelve month period ending June 30, 1989, is currently conducting
a study which will review the possibility of alternate power supply arrangements for its long-term
power supply. TVA cannot predict the extent, if any, to which these factors will affect its operations
in the future.

POWER AND ENERGY REQUIREMENTS

TVA’s load (net system energy requirements) on a weather normalized basis grew from 94.4
billion kWh in fiscal 1970 to 123.3 billion kWh in fiscal 1980, representing a compound annual growth
rate of 2.7 percent.

During the period of 1980 to 1986, TVA’s load actually declined to 107.8 billion kWh in 1986
on a weather normalized basis. This decline was caused by the severe economic recession of 1982-
1983, high energy prices, and a decline in sales to DOE for its uranium enrichment operations from
15.9 billion kWh in 1980 to 0.8 billion kWh in 1986. TVA’s load, excluding sales to DOE, grew from
95.3 billion kWh on a weather normalized basis in 1983 to 112.9 billion kWh in 1988, which
corresponds to a compound annual growth rate of 3.5 percent since 1983. TVA’s best estimate of net
system energy requirements for fiscal 1989 is 117.0 billion kWh for a growth rate of 3.6 percent over
fiscal 1988 on a weather normalized basis.

The following table sets forth TVA’s historical demand and energy requirements on a weather
normalized basis for the periods indicated.

Fiscal Year % Net System Energy %

Ended September 30 Demand Change Requirements Change
(Megawatts) (Billions kWh)
1984 . e 19,707 1.6 112.8 1.9
198BS e, 19,208 -2.5 108.3 -4.0
1986, 19,205 0.0 107.8 -0.5
LOBT et 19,535 1.7 110.1 2.1
1988 20,269 3.8 112.9 2.5
Twelve Months Ended
June 30, 1989.......ccoevvecnennn. 20,340 116.0



TVA prepares annual forecasts of future power and energy requirements as part of its planning
and budgeting process. In preparing its energy forecast, TVA utilizes forecasts of national economic
activity and of substitute fuel prices, primarily natural gas and oil. TVA produces its own forecast of
electricity prices for the TVA area based on TVA’s system expansion plan and power supply
requirements. Three major causal factors (economic activity, substitute fuel prices and electricity
prices) are used to forecast electricity sales to distributor served residential, commercial, and industrial
customers. Special studies are made to forecast electricity requirements for the directly served
industries of paper, chemicals, aluminum, and ferroalloys. These forecasts are combined to arrive at
the load forecast for the entire TVA system.

TVA’s forecast procedure involves producing a range of load forecasts for the explicit purpose of
bounding the range of uncertainty associated with load growth. The load forecasts are produced
probabilistically. TVA believes that the high load forecast has a 90-percent probability that actual
load will be less than forecast, that the medium load forecast has a 50-percent probability that actual
load will be less than forecast, and that the low load forecast has a 10-percent probability that actual
load will be less than forecast. The range of forecasts for fiscal years 1990-1999 are provided below.

Forecasted Net System Energy and Demand Requirements

Fiscal Year High Forecast Medium Forecast Low Forecast
Seplf::llbne% 30 Energy Demand Energy Demand Energy Demand
(Billions (Megawatts) (Billions (Megawatts) (Billions (Megawatts)
of kWh) of kWh) of kWh)
1990.....ccoiieereeee, 129.8 23,188 122.5 21,829 114.9 21,115
1991 .., 132.3 23,824 123.3 22,064 113.8 21,224
1992 i, 136.8 24,798 125.8 22,573 115.4 21,554
1993, e, 141.4 25,784 128.6 23,119 117.1 21,897
1994 ..., 146.4 26,784 132.0 23,704 119.2 22,243
1995 e, 151.3 27,795 135.3 24,304 121.1 22,609
1996...ccciieiieeeee, 156.3 28,827 138.5 24925 122.0 22,800
1997 .o, 161.2 29,871 141.5 25.559 122.7 23,003
1998...iee, 166.1 30,933 144.5 26,217 123.5 23,218
1999, 171.4 32,011 148.0 26,882 124.7 23,460



CONSTRUCTION EXPENDITURES

Cash required by TVA for construction expenditures totaled $826 million, $1,300 million, $973
million, and $817 million in the twelve months ended June 30, 1989, and fiscal years 1988, 1987,
and 1986, respectively. Cash required by TVA for construction expenditures and estimated new
borrowings for the fiscal years 1989-1994 are shown in the table below. See “Nuclear Power Program”
for assumed nuclear plant startup dates used for planning purposes.

Fiscal Year Ending September 30

Projected Expenditures
for Capital Facilities 1989 1990 1991 1992 1993 1994

(Dollars in Millions)
Fossil & Hydro Additions and

IMProvVemMENts ........cccvveuevecreersreennens $ 192 $ 234 § 305 $ 304 $ 344 § 392
Transmission System Facilities ......... 56 74 78 91 87 94
Nuclear Facilities

New Construction .............c.cccuvveen. 314 286 305 284 478 488

Modifications ..........coccceeveveeereininns 236 215 258 238 270 197

Recovery Cost' .......cooovverirecrinrennns 189 139 175 166 118 38
Other General Facilities .................... 56 61 70 73 75 77
Total Capital Facilities....................... $1,043  $1,009 $1,191 $1,156 $1,372  $1,286

New Borrowings for Projected
Capital Facilities ..........cccocoeenee. $ 300 $ 100 $ 170 $ 40 $ 175 § 30

' See Note 1 of Notes to Financial Statements.

TVA’s construction program and related expenditures are continuously reviewed and periodically
revised because of changes in estimated system load growth, rates of inflation, nuclear licensing
requirements and schedules, the availability and timing of environmental, siting and other regulatory
approvals, the scope of modifications required by regulatory agencies, including the Nuclear Regulatory
Commission (the “NRC”), the availability and costs of external sources of capital and other factors
beyond TVA’s control. All estimated capital costs beyond June 1989 assume an inflation rate of 4.5
percent for the remainder of fiscal 1989 and fiscal 1990; and 5.5 percent for fiscal years beyond 1990,
unless otherwise noted.

POWER SYSTEM

TVA’s power generating facilities at June 30, 1989, included 29 hydro-electric plants, 12 coal-
fired plants, 1 nuclear plant, 1 pumped storage hydro-electric plant, and 4 gas turbine installations.
Power is delivered to TVA customers over a transmission system of approximately 17,200 miles of
lines, including 2,300 miles of extra-high-voltage (500,000 volt) transmission lines. The system
interconnects with neighboring power systems at numerous points and TVA has various types of
interchange arrangements with these systems. The extent and types of interchange transactions depend
upon the characteristics of the systems’ loads, the management policies of the systems, and other
factors. Interchange arrangements are an essential part of TVA’s efforts to minimize investment in
electrical facilities, increase the reliability of service, affect operating economies, and minimize the
cost of electric energy.

During the twelve months ended June 30, 1989, 79 percent of the power generated by the TVA
coordinated system was by fossil fired plants, 11 percent by hydro, and 10 percent by nuclear. Coal
consumption during this time was 34.1 million tons. Coal is purchased under contracts ranging from
a single delivery to deliveries over several years. Management believes the sources and availability
of fuel materials essential to its business should be adequate for the foreseeable future.
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Approximately 55 percent of TVA’s coal comes from underground mines, and the balance from
surface mines. All of TVA’s term purchase agreements involving mining require reclamation of the
land involved. TVA attempts to keep approximately 30 days’ coal supply on hand at most times, and
as of June 30, 1989, TVA had approximately 35 days’ coal supply in inventory.

TVA’s power system is one of the largest in the nation in capacity and in energy production. Its
size permits the construction of large facilities which result in lower unit costs. Most of TVA’s dams
were completed years ago when construction costs were far below present-day levels. Because most
of the dams are multipurpose, their cost is shared by navigation, flood control, recreation and local
economic development as well as by power; thus, each purpose is served at a substantially lower cost
than if the dams had been built for a single purpose.

The following table shows the generating capacity on this coordinated system as of June 30, 1989:

Year Last Installed
Unit Placed Capacity
Generating Units In Service kw!'

TVA Hydro Plants
Appalachia ........ccocceeeieiicciniiieene, 2 1943 82,800
Blue Ridge....cccoocveieeiieeeeeeeeieeeee. 1 1931 20,000
BOONE .o 3 1953 76,400
Chatuge ......cooeveieeireeeeeeeeeeeie e 1 1954 10,000
Cherokee .......c.veveeereeeiennnceccree e, 4 1953 135,180
Chickamauga ........coeeveeemeeneennenninn, 4 1952 120,000
Douglas ....ccooevieeeeeeecereeee s 4 1954 120,600
FONtana........ccoeeeeevevveceenineereecieeeenne. 3 1954 238,500
Fort Loudoun..........ccccevivvriiicnenninne, 4 1949 139,140
Fort Patrick Henry.....coocoverveciinnnnnn. 2 1954 36,000
Great Falls .......cccoooviiieeiiiinieeiee, 2 1925 31,860
Guntersville .......ooooieeiirieeee, 4 1952 115,200
Hiwassee .........cccovevvveceiiiieieeiiieen s 2 1956 117,100
Kentucky. ..o, S 1948 175,000
Melton Hill .........cooooeeiiiiiieiieeee, 2 1964 72,000
Nickajack .....coocvriiiieeeeiieeieeeeiee e 4 1968 103,950
NOTTIS .o eecieeee e e e srnee e eeeereens 2 1936 100,800
NOUELY o 1 1956 15,000
Ocoee NO. | .o 5 1914 18,000
Ocoee NO. 2 e 2 1913 21,000
Ocoee NO. 3 oo 1 1943 28,800
Pickwick....cooiiiiiiiiieeieeee e 6 1952 240,240
South Holston .........cccccveeeeeeiiiiinnnin, 1 1951 38,500
Tims Ford ....coooeeiiiiiiiiii 1 1972 45,700
Watauga .......ooveuvveiiiieirieeceieeeae e 2 1949 57,600
Watts Bar .......ocoocvivieiieeeieeee 5 1944 166,500
Wheeler.......oooiici e 11 1963 378,000
WiHDUT e 4 1950 10,700
WHSON ...t 21 1962 629,840

Total TVA Hydro Plants............ 3,344,410
Other Hydro Plants
TAPOCO JAINIS .v.ovreieeceeeeeeiee s es et e et eeseasese s e sseasane st enneressesaessesenras 326,500?
Corps of Engineers dams............ocooiviiiieeiiiiiniiieiiee et ceeen 405,000°

Total Other Hydro Plants ... 731,500
TVA Pumped Storage Plant
Raccoon Mountain Pumped

Storage Hydro .....cccooevvvveieiieninnnnn. 4 1979 1,530,000
TOtAl HYATO .ottt e a e ea e 5,605,910



Year Last Instatled

Unit Placed Capacity
Generating Units In Service kw!

Coal-Fired Plants
ACR oot eeee s 3 1959 990,000
Bull RUN ..o 1 1967 950,000
COIBEIT cooviieeeieeeeeeeeeeee e 5 1965 1,350,000
Cumberland ........cccocvvveeeeeeieieennes 2 1973 2,600,000
Gallatin .....oooevieeieeeeee e 4 1959 1,255,200
John Sevier....ooovveoveiiieeciieeeeceiie e, 4 1957 800,000
Johnsonville ...ocoveveeiieeeiniieeeeeiiiaes 10 1959 1,485,200
Kingston.......cooooimeeiiiveenieceeenecnreen, 9 1955 1,700,000
Paradise.......cooovveeecviiieeee e 3 1970 2,558,200
SHAWHEE ..o eerreaaeens 10 1956 1,750,000
Watts Bar cooooeeeeeeeeieeeeie e 4 1945 240.000*
Widows Creek....ouvvvieeeeeiieiieenieeeeenn, 8 1965 1,968,760

Total Coal-Fired Plants.............. 17,647,360
Nuclear Plants
Browns Ferry.....coccoveecenvinieeee e, 3 1977 3.456,000°
Sequoyah...cccoooeeeiiiieee e 2 1982 2,441,160

Total Nuclear Plants................... 5,897,160
Gas Turbine Installations
ANlEN o, 20 1972 620,800
Colbert ..o 8 1972 476,000
Johnsonville.............ccovvvveieiiniinnn. 16 1975 1,088,000
Gallatin ...cooovvveieiriieieeeeees e, 4 1975 325,200

Total Gas Turbine Installations . 2,510,000

Total Capacity ............ceevn.. 31,660,430

(™)

Installed capacity as stated is the name-plate ratings of the generating units. Dependable generating

capacity of a unit may be higher or lower than the name-plate rating and will vary with the season,
weather, fuel quality and other factors. In addition, with regard to gas turbine units, the availability
factor is relatively low. For the status of certain units, see footnotes 4 and 5 below. For planning
purposes, TVA currently estimates dependable total hydro capacity of approximately 5,500 MW;
dependable coal-fired capacity of approximately 15,800 MW; dependable nuclear power capacity
of approximately 5,500 MW and; dependable gas turbine capacity of approximately 2,100 MW, for
a total dependable capacity of approximately 28,900 MW.

Effective June 21, 1990, the Tapoco dams will no longer be operated as part of the TVA system.

The Corps of Engineers’ dams on the Cumberland River System have a total installed capacity of
853,000 kW, of which 405,000 kW 1s available to TVA under a marketing agreement with
Southeastern Power Administration.

These units are mothbailed and are not readily capable of operating. Additional capital investment
would likely be required to bring these units back to reliable operating status.

This three-unit nuclear plant in northern Alabama was taken offline in March 1985 for certain plant
modifications and regulatory improvements. At June 30, 1989, the projected date for returning one
unit to service is mid-1990. Dates for returning the other two units have not been established. See
“Nuclear Power Program”.
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Under arrangements among TVA, the United States Corps of Engineers (the “CORPS”), and the
Southeastern Power Administration (the “SEPA™), eight hydro plants of the CORPS comprising the
Cumberland River system are operated in coordination with the TVA system. These arrangements
further provide for capacity (405,000 kW) and energy from the Cumberland River system to be
supplied to TVA by SEPA at the points of generation, and the price paid for the power to be based
on the operating and maintenance expenses and amortization of the power facilities. A portion of
the output of the Cumberland River system is also made available to SEPA’s customers outside the
TVA region. The agreement with SEPA covering these arrangements for power from the Cumberland
River system continues through June 30, 1994, and year to year thereafter. The agreement can be
terminated upon three years notice but not prior to June 30, 1994.

NUCLEAR POWER PROGRAM

Overview

TVA began an ambitious nuclear plant construction program in 1966 to meet projected system
load growth. Each unit in the TVA system has been designed and built by TVA. At the height of the
construction program, TVA had 17 nuclear units either under construction or in commercial operation
at seven plant sites.

In August 1982, because of lower-than-expected load growth (see “Power and Energy Require-
ments”™), TVA cancelled construction of four nuclear units. In August 1984, four more units were
cancelled. Total investment in the eight units at the time of cancellation was $4.6 billion. Through
June 30, 1989, $2.9 billion had been written off or amortized, with the remaining $1.7 billion to be
amortized over the next six years at the rate of approximately $270 million per year. TVA will recover
its investment in cancelled plants through rates or they will be written off against retained earnings.

By August 1985, TVA had delayed completion of two units each at Watts Bar and Bellefonte
Nuclear Plants, and TVA had shut down its three-unit Browns Ferry Nuclear Plant and its two-unit
Sequoyah Nuclear Plant because of an increasing number of technical and operational problems.
Many of these problems had resulted in multiple escalated enforcement actions by the NRC for
violations of its regulations and the imposition by the NRC of significant civil fines. In a September
1985 letter, the NRC required TVA to address its corrective actions in three general areas of concern:
(1) programmatic and management deficiencies contributing to poor direction and control of TVA’s
nuclear activities, (2) plant specific deficiencies in several functional areas, and (3) a lack of confidence
in TVA management expressed to NRC by TVA employees regarding the adequacy of construction
of the Watts Bar units. In that letter, the NRC requested that TVA furnish certain information to
the NRC before restarting any of its licensed nuclear units or requesting a license for Watts Bar Unit
One.

Nuclear Recovery Program

As a result of an extensive review of its nuclear program, TVA determined that the primary cause
of the problems was the lack of a sufficient number of experienced nuclear managers who could
provide leadership and proper direction for TVA’s nuclear activities. In response to this situation,
TVA restructured its organization and assigned responsibility for all of its nuclear power activities to
a single organization. In early 1986, TVA assembled a new management team for the TVA nuclear
program. Because of difficulties stemming from federal pay cap restrictions, many of these managers
were obtained on an interim basis through contract arrangements.

To provide a comprehensive recovery plan from the problems with its nuclear program and to
answer the questions raised by the NRC, TVA developed a Nuclear Performance Plan. The plan has
been used as a key reference in TVA’s recovery efforts, being frequently updated as recovery efforts
have progressed. Part of TVA’s recovery plan was to eliminate temporary contract managers. TVA’s
efforts to hire permanent TVA employees have been successful, and temporary contract managers
have now been virtually eliminated.
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An independent review in 1989 of TVA’s corporate support of its nuclear plants noted several
beneficial practices and accomplishments, including the scope and depth of understanding that
corporate management has of the problems existing in the nuclear area and the aggressive actions
recently initiated to cause continued improvement in the performance of the nuclear organization.
However, improvements were recommended in a number of areas. The most significant were certain
problems associated with corporate technical support of nuclear power plant operations, resolution
of long-standing maintenance problems at the nuclear plants (particularly at Browns Ferry), and a
lack of necessary design controls resulting in significant rework of engineering design calculations to
correct the problems. TVA is presently addressing these issues.

Nuclear Plant Regulation

A Construction Permit must be obtained from the NRC before constructing a nuclear plant, and
an Operating License must be obtained from the NRC before a nuclear plant may be operated. Each
of these steps requires the submission of extensive documentation, notice to the public, and opportunity
for public participation in what sometimes become lengthy public hearings. In the past in the nuclear
industry, such hearings and challenges through the courts have often resulted in delays in the operation
of nuclear plants. Because of such delays and extensive regulatory requirements, estimates of costs
to complete or recover nuclear plants have typically been unreliable. Activities related to nuclear
plant construction and operation are constantly inspected by the NRC for compliance with detailed
NRC regulations, and the NRC vigorously enforces those regulations. The NRC has the authority to
enforce its regulations through several mechanisms including modification, suspension or revocation
of licenses.

During TVA’s nuclear recovery program, the NRC formed an Office of Special Projects to provide
intense scrutiny and monitoring of TVA’s nuclear recovery program. TVA’s four volume Nuclear
Performance Plan covering TVA corporate activities and Sequoyah, Browns Ferry, and Watts Bar
Nuclear Plants has been submitted to the NRC. The NRC has completed its review of the recovery
plan for TVA’s corporate activities and Sequoyah, and it has completed its initial review of the
recovery plan for Browns Ferry. TVA anticipates the completion of the NRC’s initial review of the
recovery plan for Watts Bar in the fourth quarter of 1989.

Sequoyah

Sequoyah Nuclear Plant is a two-unit plant located approximately 7.5 miles northeast of the city
limits of Chattanooga, Tennessee, with pressurized water reactors supplied by Westinghouse Electric
Corporation. Each unit is rated at 1148 megawatts net electrical output. TVA received an Operating
License for Unit One in 1980, and the unit began commercial operation in 1981. TVA received an
Operating License for Unit Two in 1981 and the unit began commercial operation in 1982. The
Operating Licenses expire 40 years after issuance. The plant was designed, built and is operated by
TVA. Because of questions raised about the qualification of electrical equipment to operate in the
harshest possible environment for which the plant was designed, TVA voluntarily shut down both
units in August 1985.

Prior to restarting the Sequoyah units, TVA extensively addressed organizational, programmatic
and specific plant improvements. Unit Two was restarted in May 1988, and Unit One was restarted
in November 1988. Since restart, both units have surpassed their previous records for continuous
operation of 197 days for Unit One and 195 days for Unit Two.

In April 1989, the NRC completed a Systematic Assessment of Licensee Performance (“SALP”)
for Sequoyah for the period February 1988 to February 1989. Performance was evaluated in the
functional areas of plant operations, radiological controls, maintenance/surveillance, emergency
preparedness, security, engineering/technical support, and safety assessment/quality verification. A
category rating of |, 2, or 3 was assigned for each functional area. Summarized definitions for each
rating are as follows: Category 1—Performance substantially exceeds regulatory requirements; reduced
NRC attention may be appropriate. Category 2—Performance above that needed to meet regulatory
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requirements; NRC attention may be maintained at normal levels. Category 3—Performance does
not significantly exceed that needed to meet minimal regulatory requirements; NRC attention should
be increased above normal levels. TVA received a rating of 2 for each functional area except that
engineering/technical support was assigned a rating of 3, with an improving trend noted. The NRC
found that TVA’s performance in the engineering/technical support area was satisfactory for some of
the programs; however, other programs were satisfactory only after corrections were made based on
NRC input. Examples of these were inadequate seismic qualification and dedication of commercial
grade parts for use in safety-related equipment, inadequate calculations and documentation to
demonstrate that installed piping and supports met the plant design criteria, and improper installation
of certain instrument sense lines. The NRC found that once problems or concerns were identified,
TVA satisfactorily resolved the problems and completed the programs.

In an independent third-party review of Sequoyah activities in 1988, particular note was made,
among other things, of the proactive management approach, and the upgraded facilities and improved
preservation, material condition, and appearance of the plant. However, improvements were
recommended in several areas, the most significant of which were more effective use of operating
procedures applicable to emergency or abnormal situations; reducing the backlog of outstanding
technical problems and other work; and improvements in communication across organizational lines
concerning identified problems and deficiencies. TVA is presently addressing these issues.

Although additional work which TVA committed to perform as part of its nuclear recovery effort
for Sequoyah remains to be done, this work will be accomplished along with other plant improvements
in future refueling outages. This may result in several refueling outages taking somewhat more time
than would be the case without such work.

Because of improvement in the operation of TVA’s Sequoyah Nuclear Plant, in May 1989 the
NRC notified TVA that both Sequoyah units have improved sufficiently to be removed from the
NRC’s list of plants that require close monitoring.

Browns Ferry

Browns Ferry Nuclear Plant is a three-unit plant located approximately 10 miles southwest of
Athens, Alabama, with boiling water reactors supplied by General Electric Company. Each unit is
rated at 1098 megawatts net electrical output. The plant was designed, built, and is operated by TVA.
TVA received Operating Licenses for Units One, Two, and Three in 1973, 1974, and 1976, respectively.
They began commercial operation in 1974, 1975, and 1977, respectively. The Operating Licenses for
these units extend 40 years from initial issuance. Units One and Three were voluntarily shut down
by TVA in March 1985 in response to technical and operational concerns. Unit Two wasina refueling
outage at the time. Because of these and subsequently discovered concerns, TVA decided not to
restart any Browns Ferry units until it was determined that the plant could be operated safely.

The last SALP by the NRC for Browns Ferry was for the March 1984 through May 1985 period.
This was prior to the start of TVA’s nuclear recovery program and the ratings generally reflected the
marginally acceptable performance at Browns Ferry that resulted in the prolonged shutdown of the
plant and extensive nuclear recovery program at Browns Ferry. In the nine categories rated, TVA
received a rating of 3 in six categories and a rating of 2 in three categories. As a result of such
performance, Browns Ferry was placed on the NRC’s list of plants that require close monitoring.

As part of TVA’s nuclear recovery effort, an in-depth review was conducted to determine what
must be accomplished prior to restart, and to determine the root causes of the decline in regulatory
compliance at Browns Ferry. TVA determined that the difficulties at Browns Ferry stemmed from
three primary causes: (1) lack of a clear assignment of responsibility and authority to managers and
their organizations to clearly establish accountability for performance, (2) insufficient management
involvement and control in the workplace leading to a failure to adequately establish highest quality,
and (3) failure to maintain consistently a documented design basis for the plant and to control
consistently the plant’s configuration with that basis.
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The conditions at Browns Ferry have been addressed in several ways. TVA has restructured and
strengthened the Browns Ferry organization with new management having proven nuclear experience
by more accurately delineating responsibilities of its managers, and by strengthening supervisory
knowledge of the plant through additional training. Management involvement and control have been
enhanced, and communication with employees and training have been strengthened. Corrective
action programs have been enhanced to improve timely and effective correction of conditions adverse
to quality. Finally, a number of programs to identify actions to be completed prior to restart were
established because of past deficiencies in design control. Some of the technical issues addressed
include qualification of electrical equipment to operate in the harshest environment for which the
plant was designed, documentation of design changes and plant modifications, review of suspended
components for structural adequacy during an earthquake, fire protection, qualification for nuclear
use of replacement parts, various electrical design control issues, and restart operational readiness
programs. Wherever possible, in these efforts TVA has applied the knowledge gained from its
successful resolution of similar issues in the recovery and startup of the Sequoyah units. In summary,
TVA has taken extensive and significant steps to improve the management of its nuclear program at
Browns Ferry. In January 1989, TVA completed refueling of Unit Two. As of September 1, 1989,
TVA’s schedule anticipates completing corrective actions necessary for the restart of Unit Two in the
first quarter of 1990 and restarting the unit in mid-1990.

In an independent review of Browns Ferry in 1989, particular note was made of strengthened
management standards and direction at all levels of the plant staff; however, further improvements
were recommended in a number of areas, the most significant of which were planning, material
support, coordination, and conduct of maintenance work activities; timely follow-up to prevent
recurrence of identified plant problems, and improved training on industry events to avoid occurrence
at Browns Ferry; and stabilizing management staffing, improving teamwork, and streamlining processes
to promote efficiency and quality. TVA is presently addressing these issues.

From March 1985 through June 1989, the capitalized costs for improvements to Browns Ferry
during the nuclear recovery program were $1.0 billion, including capitalized interest. As of June
1989, based on the inflation assumptions set forth in “Construction Expenditures,” TVA’s estimate
of additional capitalized costs to restart Unit Two is approximately $300 million, including estimated
capitalized interest of $50 million. TVA plans to restart Browns Ferry Unit Three following initial
startup of Watts Bar Unit One. The schedules for Browns Ferry Unit Three and subsequent startup
of Browns Ferry Unit One are currently being developed. The capitalized costs for returning these
units to service, based on the inflation assumptions set forth in “Construction Expenditures”, are
anticipated to be in the range of $550 to $650 million for Unit Three and in the range of $650 to
$800 million for Unit One, which includes estimated capitalized interest in the range of approximately
$100 to $150 million for each unit. For budget planning purposes only, these amounts assume Units
Three and One will be placed in service in October 1993 and October 1994, respectively. Although
TVA believes that the significant problems on Unit Two have been identified, problem identification
is not complete on Units One and Three. Therefore, assurance cannot be given that these estimates
will not be significantly exceeded.

Watts Bar

Watts Bar Nuclear Plant is a two-unit power plant located approximately 50 miles northeast of
Chattanooga, Tennessee, with pressurized water reactors supplied by Westinghouse Electric Corpora-
tion. Each unit is rated at 1160 megawatts net electrical output. The plant was designed, is being
built, and will be operated by TVA. Construction permits were obtained for both units in January
1973. Construction Permits expire for Unit One in July 1991, and for Unit Two in December 1992,
The Construction Permit for Unit Two may need to be extended; however, such extensions have been
obtained in the past without difficulty.

The last SALP performed by the NRC for Watts Bar was prior to the start of TVA's nuclear
recovery program. For that period (January 1985 through May 1985 for Unit One and March 1984
through May 1985 for Unit Two), TVA received a rating of 3 in licensing activities and a rating of 2
in the remaining ten categories rated.

17



As of June 30, 1989, nuclear plant construction in progress for TVA’s entire system consisted of
Unit One at Watts Bar. Although physical construction of Watts Bar Unit One was substantially
complete in 19835, efforts to obtain a license from the NRC to operate it were delayed by the expression
of numerous safety concerns by construction and other Watts Bar workers. Overall, TVA determined
that while it had organizations, programs, processes and procedures in place to control plant design
and construction activities, there were weaknesses identified in some of TVA’s programs that were
not in all cases adequately addressed. In some cases, TVA had not identified adequately the scope of
weaknesses, identified root causes, implemented corrective actions, or had not provided adequate
controls to prevent recurrence of problems.

TVA established a special Watts Bar Task Force in March 1986, consisting of senior personnel
experienced in nuclear design and construction. The Task Force developed a list of corrective actions,
except for those of a routine nature, to be completed before fuel load. However, toward the end of
1987, it was recognized that the issue discovery process at Watts Bar may not have identified all
nonconforming items. Therefore, the Watts Bar Program Team was established to perform an
integrated, systematic evaluation of Watts Bar and to make recommendations regarding the adequacy
of Watts Bar design and construction. Some of the technical issues addressed include welding, design
baseline verification, electrical issues, qualification of replacement parts, instrumentation lines, control
room design, equipment seismic qualification, fire protection, quality assurance records and the
prestart test program. Recently, as part of its problem identification process, TVA discovered some
electrical cable damage in Unit Two which raised a possibility that similar cable damage may have
occurred during construction of Unit One. TVA, in coordination with the NRC, is still evaluating
the extent of the condition. Wherever possible, in these efforts to prepare Watts Bar for operation,
TVA has applied the knowledge gained from its successful resolution of similar issues in the recovery
and startup of the Sequoyah units.

TVA’s plans are to obtain NRC approval and load fuel in Unit One in December 1990 and bring
the unit into commercial operation in the fourth quarter of 1991. Total investment in Unit One at
June 30, 1989, was $4.0 billion, including capitalized interest. Anticipated costs to complete as of
June 30, 1989, based on the inflation assumptions set forth in “Construction Expenditures”, are
approximately $1.0 billion, including estimated capitalized interest of $400 million. However, due
to numerous uncertainties, no assurance can be given that delays in bringing the unit into operation
will not occur or that the estimated completion costs will not be significantly exceeded.

TVA anticipates the corrective actions on Watts Bar Unit Two to be similar to those of Watts
Bar Unit One. The cost of Unit Two should be lower than Unit One because of the completion of
corrective actions on common systems, and the resolution of many of the technical issues prior to the
startup of Unit One.

On October 1, 1988, TVA suspended construction activities at Unit Two because of a reduction
in the forecasted load growth and the unit is currently in layup pending a determination of when it
will be required to meet future TVA power needs. As of May 1, 1989, construction of Unit Two was
estimated to be approximately 85 percent complete based on an estimate of remaining man-hours for
known work. Total investment in Unit Two at June 30, 1989, was $1.6 billion, including capitalized
interest. The costs to complete Unit Two as of June 30, 1989, based on the inflation assumptions set
forth in “Construction Expenditures”, were anticipated to be in the range of $1.0 billion to $1.2
billion, including estimated capitalized interest in the range of $400 to $450 million. For budget
planning purposes only, these amounts assume Unit Two will be placed in service in October 1993.

Bellefonte

Bellefonte Nuclear Plant is a two-unit power plant located approximately 59 miles southwest of
Chattanooga with pressurized water reactors supplied by Babcock & Wilcox Company (“B&W?”) rated
at 1165 megawatts net electrical output each. The plant was designed, has been built to its present
level of completion, and will, under current plans, be operated by TVA. Construction Permits were
obtained from the NRC for both units in December 1974.
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TVA deferred construction activities on Unit Two at Bellefonte because of a reduction in
forecasted load growth in October 1985. Construction activity was deferred on Unit One in July
1988. In July 1988, TVA notified the NRC of this action in accordance with the NRC’s October 1987
Policy Statement on Deferred Nuclear Plants. TVA anticipates that the Construction Permits from
the NRC, which expire July 1, 1994, for Unit One and July 1, 1996, for Unit Two, will need to be
extended. Such extensions have been obtained in the past without difficulty.

While the design is similar to earlier B&W designs, the Bellefonte reactors are larger and include
certain improvements over earlier designs. No other plants using this later design have obtained
operating licenses in the United States. The only other unit of this design in the United States that
has not been cancelled is in a deferred status, and another unit of a similar design is in West Germany.
Since this particular design has not previously been licensed by the NRC, additional testing to validate
certain analyses may be necessary before the unit is placed in commercial operation.

As of June 30, 1989, TVA had $4.3 billion invested in these units. Problems that may exist,
upgrades that may be required, and the corrective actions that may be necessary in view of the
problems discovered at other TVA designed and constructed plants will be described and submitted
to the NRC at such time as efforts to restart construction may occur.

TVA currently estimates, based on the inflation assumptions set forth in “Construction Expendi-
tures”, the cost to complete these two units to be in the range of $2.7 to $4.1 billion, including
estimated capitalized interest in the range of $1.0 to $1.6 billion. For budget planning purposes only,
these amounts assume Units One and Two will be placed in service in October 1997 and October
1999, respectively. However, these estimates are under review and due to numerous uncertainties,
no assurance can be given that the estimated range of completion costs will not be significantly
exceeded.

Nuclear Units Without Schedules for Completion of Construction or Operation

Although TVA has not established a schedule for Browns Ferry Units One and Three, Watts Bar
Unit Two and Bellefonte Units One and Two, under the medium load forecast, capacity equivalent
to those units will be needed by the year 2000. Numerous risks and uncertainties that may significantly
affect costs and schedules are inherent in bringing these units into operation, particularly in obtaining
operating licenses for the Watts Bar and Bellefonte units. On an ongoing basis, TVA evaluates various
alternatives and schedules to ensure its power needs are met in the most cost-effective manner. For
example, TVA is studying alternatives to completing Bellefonte as a nuclear plant. Moreover, at least
two firms have approached TVA with plans to purchase or lease Bellefonte and complete construction.
TVA is evaluating these proposals but has not yet decided to alter its plans to complete and operate
Bellefonte as a nuclear plant. If TVA were to decide to abandon or sell such units, the investment
would be amortized over appropriate periods through rates or charged to retained earnings.

Nuclear Fuel

All nuclear fuel purchased to date by TVA is now held by SSEC, from which TVA leases its fuel
for all TVA nuclear units (operating, under construction, and deferred). The book value of such fuel
was $2,258 million as of June 30, 1989. The net book value of the nuclear fuel for each nuclear plant
site as of June 30, 1989 (including interest component on the investment in fuel being prepared for
use in the units), is as follows (in millions):

Sequoyah Units One and TWO ....ccovvevvveevmeinieieieeeeeeeeesns $ 402
Browns Ferry Units One, Two, and Three .........ccccceunn...... 434
Watts Bar Units One and TWoO.........coovovecmevvvieeieiieeeeeeeaes 253
Bellefonte Units One and TWO ..cocoemevvieieeeeeeeeeeees e 341
Uranium Inventories (unassigned) ..........cccoceveveveveeeceninennn. 828
3011 R PSR RUR $2.258



SSEC’s investment in the fuel being used in the Sequoyah units is being amortized and TVA’s
rental payments are accounted for as a fuel expense. The recovery of the investment in the fuel
inventories is also dependent upon the future operation of TVA’s nuclear units. If the nuclear fuel
already fabricated is not used in the units intended, TVA will incur additional costs in preparing this
fuel for use in other units or for sale.

SSEC borrows from the FFB the funds it needs to pay for the nuclear fuel, securing its loan with
the assignment of lease payments to be made by TVA. At such time as FFB financing may no longer
be available (see “The Refinancing Plan and Use of Proceeds™), it may be possible to continue the
SSEC lease arrangement with another funding source replacing the FFB. In the absence of such
arrangement, the lease will be terminated with TVA having the obligation to either purchase the fuel
from SSEC or cause it to be purchased by a third party such as a privately financed leasing company.
Other events could also result in termination of the lease such as (1) the occurrence of various
circumstances described in the lease which would expose SSEC to potential liability for which
indemnification by TVA under the lease would not be available (which includes changes in certain
laws and regulations) and (2) the occurrence of events of default, as defined in the lease (which includes
nonpayment of amounts owed by TVA and failure by TVA to perform or observe its contractual
obligations under the lease). In the event of any such termination, TVA would be required to purchase,
or cause a third party to purchase, all nuclear fuel held by SSEC at the then remaining net book cost.

Nuclear Waste

Spent Nuclear Fuel and High-Level Radioactive Waste

The Nuclear Waste Policy Act of 1982 (the “NWPA™) provides that the federal government has
the responsibility for the permanent disposal of spent nuclear fuel and high level radioactive waste
but charges each nuclear power system with the responsibility for the cost of such permanent disposal.
The NWPA also charges each nuclear power system with the primary responsibility for the interim
storage of spent fuel and high-level waste and to pay the costs of doing so. The NWPA required each
nuclear power system to enter into a disposal contract with DOE for such material. The contract
requires each nuclear power system to pay a fee of one mill per kilowatt-hour on the net electricity
generated by each of its reactors. TVA’s spent fuel efforts will ensure that sufficient and economical
storage 1s available to meet all of TVA’s spent fuel and high-level waste storage requirements until
DOE’s permanent waste repository is prepared to accept TVA’s spent fuel.

TVA presently has the capability to store its spent fuel and high-level waste at Sequoyah and
Browns Ferry nuclear plants through the years 1998 and 2005, respectively. If necessary, TVA plans
to extend storage capability through life-of-plant by the application of rod consolidation, high density
racks or concrete storage casks. TVA estimates the cost of extending its spent fuel storage capacity
at approximately $1 to $2 million per year per unit. This would require TVA to obtain appropriate
license amendments from the NRC, which may result in notices of opportunity for public hearings.
However, all of the above methods of extending storage capability have been licensed by the NRC at
other facilities.

Low-Level Radioactive Waste

Disposal costs for low-level radioactive waste that results from normal operation of nuclear units
have increased significantly in recent years and are expected to continue to rise. Pursuant to the Low-
Level Radioactive Waste Policy Act, each state is responsible for disposal of low-level waste generated
in that state. States may form regional compacts to jointly fulfill their responsibilities, and existing
disposal sites in South Carolina, Nevada, and Washington are permitted to impose volume limits and
surcharges on low-level waste from states not participating in a sited compact. The States of Tennessee
and Alabama (where TVA nuclear plants are located) have joined with six other southeastern states
to form the Southeast Compact Commission for Low-Level Radioactive Waste Management. This
commission regulates the siting of new disposal facilities and the disposal of low-level waste within
the southeastern statcs.
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Low-level waste generators (such as TVA) located in the eight southeastern states are required to
dispose of such waste at an existing facility in South Carolina until December 1992. The states
partticipating in the Southeast Compact Commission have selected North Carolina as the host state
for the next disposal site, and work is underway in that state to select, license, and construct a new
disposal site to take the place of the South Carolina site. While this work is currently on schedule,
TVA cannot predict the future availability of low-level waste disposal facilities or the cost of such
disposal. Limited storage capacity is available at TV A nuclear plant sites, and any additional capacity
required as a result of delays in the opening of the new facility will have to be provided by TVA.

Nuclear Insurance

The indemnification and limitation of liability plan afforded the United States nuclear industry
by the Price-Anderson Act was extended for an additional 15 years in 1988, with certain provisions
of the Price-Anderson Act now due to expire on August 1, 2002. The 1988 amendments to the Price-
Anderson Act substantially increased the limit of liability from an accident at an NRC-licensed reactor
to approximately $7.4 billion, composed of primary and secondary layers of financial protection.

The primary layer consists of nuclear liability insurance which is required to be maintained in
the amount of $200 million for each plant site with units licensed to operate. Should the damages
from a nuclear accident exceed a licensee’s liability insurance coverage, a secondary layer of protection
is triggered whereby each nuclear reactor licensee could be retrospectively assessed, for each of its
nuclear units licensed to operate, an amount not to exceed $63 million per nuclear accident, but
subject to a maximum annual assessment of $10 million per unit per accident. Any damages in excess
of this amount in any year would be carried forward until fully paid. In addition, the Price-Anderson
Act requires that this retrospective premium be adjusted by the NRC for inflation at least once every
five years. Should the sum of all public liability and legal costs arising from any nuclear accident
exceed the maximum amount of financial protection, each reactor licensee can be assessed an
additional 5 percent of the $63 million assessment ($3.15 million) per unit. TVA maintains for each
of its two nuclear plant sites with units licensed to operate, nuclear liability insurance in the amount
of $200 million. The $10 million maximum annual assessment per unit serves to limit TVA’s financial
responsibility in the event of a nuclear accident to $50 million per year per accident.

NRC regulations require nuclear power plant licensees to obtain, and TVA has acquired, onsite
property damage insurance coverage of $1.06 billion. Some of the nuclear property insurance may
require the payment of retrospective premiums of up to approximately $54 million in the event that
losses by another insured party or TVA exceed available funds.

In accordance with NRC regulations, the proceeds of nuclear property insurance are used first to
ensure that the reactor is in safe and stable condition and that it can be maintained in a condition
that prevents significant risk to the public. Next, the proceeds go for decontamination or, if necessary,
decommissioning the reactor. Any excess proceeds insure against casualties to property.

Decommissioning

Since 1982, TVA has made investments in an internal fund for decommissioning nuclear plants.
Investments in the fund, consisting of a portfolio of $1.15 billion face value of zero coupon bonds,
mature between 1998 and 2004. These investments are carried on TVA’s balance sheet at cost plus
amortization of discount. TVA’s investments in this fund are being recovered from ratepayers through
an annual decommissioning charge, which was $16 million for the 12 month period ending June 30,
1989.

The latest estimates place the current cost of decommissioning each of the Browns Ferry units at
$150 million, and each of the Sequoyah units at $115 million. TVA assumes that decommissioning
funds will be needed for Browns Ferry by 2016 and Sequoyah by 2021 (the years in which the last
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operating licenses expire at each site). Based on these dates and a 6 percent annual escalation rate,
TVA projects that $2.5 billion and $1.7 billion, respectively, will be necessary to decommission the
Browns Ferry and Sequoyabh sites.

ENVIRONMENTAL MATTERS

TVA’s activities are subject to various federal, state, and local environmental statutes and
regulations. Major areas of regulation affecting TVA’s activities include air pollution control, water
pollution control, and management and disposal of solid and hazardous wastes. Because TVA is a
federal agency, it is subject only to those state and local environmental requirements for which
Congress has clearly waived federal agency immunity. Respecting the major environmental areas
(air, water, and waste), limited waivers have been enacted by Congress. TVA’s activities may also be
subject to other, narrower environmental requirements or to environmental requirements which affect
only federal activities.

TVA has incurred and continues to incur substantial capital expenditures and operating expenses
to comply with environmental requirements. Because of the continually changing nature of these
requirements, the total amount of these costs is not now determinable. It is anticipated that
environmental requirements will become more stringent and that compliance costs will increase,
perhaps by substantial amounts.

Air Pollution

Under the Clean Air Act, the United States Environmental Protection Agency (the “EPA™) has
promulgated national ambient air quality standards for certain air pollutants, including sulfur dioxide
(“S0O2™), particulate matter, and nitrogen oxides. Coal-fired generating units are major sources of
these pollutants. TVA also operates other, smaller sources. The States of Alabama and Tennessee
and the Commonwealth of Kentucky have promulgated implementation plans which regulate sources
within their boundaries, including TVA sources, in order to achieve and maintain the national ambient
standards. TVA has installed control equipment and employs control strategies to comply with
applicable state-established emission limitations. TVA estimates that it has spent about $1.2 billion
in capital costs on air pollution control activities and annual expenditures (amortization of control
equipment and low sulfur coal premiums) range from $300 million to $350 million presently.

In July 1989, President Bush proposed comprehensive amendments to the Clean Air Act. One
of the major titles in this legislation proposes additional requirements to control acid rain. Similar
to other acid rain control measures pending before Congress, President Bush’s proposal would require
substantial capital expenditures and large increases in operating costs. The costs resulting from any
such legislation cannot be accurately estimated at this time.

TVA is also working with the States of Alabama and Tennessee and the Commonwealth of
Kentucky to resolve opacity problems which occur at several units. How these problems will be
resolved and the cost and timing of such resolution cannot now be determined, but costs are not
expected to be significant on an annual basis.

In March 1989, EPA proposed for comment alternative ways of regulating radionuclide air
emissions from a number of source categories including nuclear power reactors, coal-fired fossil units,
and uranium mining and milling operations. The most stringent alternative could result in substantial
compliance costs by TVA and other potentially regulated sources. Such costs cannot be accurately
estimated now and, in TVA’s judgment, it appears unlikely that EPA will promulgate the most
stringent alternative as the final regulation.

Water Pollution

Under the Clean Water Act, every point source which discharges pollutants into navigable waters
must obtain a National Pollutant Discharge Elimination System (“NPDES”) permit specifying the
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allowable quantity and characteristics of the pollutants discharged. TVA’s various point sources have
received permits and all of its major generating units have NPDES permits. Compliance with NPDES
requirements has necessitated substantial expenditures and may require additional, substantial
expenditures in the future as NPDES permits come up for renewal and applicable requirements are
made more stringent.

The Clean Water Act allows the permitting authority to establish thermal limits less stringent
than the water quality criteria if the discharger can demonstrate that the alternate limit will assure
protection and propagation of a balanced, indigenous aquatic population. TVA submitted such a
demonstration to EPA and Tennessee for its John Sevier Fossil Plant in 1977. The plant was issued,
on an interim basis, the discharge limit which TVA requested be established as the final limit. In July
1989, Tennessee informed TVA that it was rejecting the demonstration and that it would initiate a
proceeding to establish an appropriate thermal limit. TVA has appealed this determination and is
continuing to negotiate with Tennessee. Resolution of this issue is uncertain. 1If TVA does not prevail,
it could be required to erect cooling towers at the plant. Preliminary capital cost estimates for cooling
towers range from $100 million to $150 million. If cooling towers are erected, TVA may also be
required to remove a detention dam near the plant’s intake structure and, possibly, sediment behind
the dam. Depending on whether this sediment is hazardous due to discharges from non-TVA facilities,
removing and disposing of this sediment could involve substantial costs.

Solid and Hazardous Waste Management

Under the Resource Conservation and Recovery Act (“RCRA”), the storage, transportation, and
disposal of hazardous wastes are regulated by EPA and the states. RCRA also allows EPA and the
states to regulate solid wastes and the states have detailed permitting programs for this. TVA’s power
program operates a hazardous waste storage facility (a small warehouse) for which an RCRA permit
has been received and for which a further RCRA permit is pending. TVA has detailed procedures in
place that comply with all applicable requirements for the management of hazardous wastes. In
addition, TVA has instituted a restricted award list for hazardous waste disposal contractors under
which such contractors’ financial status, compliance history, and physical facilities and operations are
reviewed before they are allowed to dispose of any of the hazardous wastes generated by TV A facilities.
TVA does not itself operate any hazardous waste disposal or treatment facilities. TVA has obtained
or is in the process of obtaining solid waste disposal permits for the solid waste disposal areas (e.g.,
fly ash, scrubber sludge, demolition materials, asbestos) it operates at its plant sites. TVA’s costs in
this area have not been substantial but applicable requirements are constantly changing and are
expected to become more stringent. If those requirements evolve to the point that previously disposed
ash must be removed, significant expenditures could be involved.

Under the Comprehensive Environmental Response, Compensation and Liability Act
(“CERCLA™), the release and cleanup of hazardous substances are regulated. Persons who generate,
store, transport, or dispose of the substances can be held responsible for the cost of such cleanups
regardless of when the substances were generated and whether or not the substances were properly
handled at the time of disposal by the generator. Liability under CERCLA is viewed as joint and
several. TVA, in a manner similar to other industries and power systems, has generated hazardous
substances which were disposed of at off-site disposal areas. Some hazardous substances were also
disposed of at TVA facilities which generated them. As required by CERCLA, TVA has reviewed
and is reviewing its power system facilities and has not yet identified any areas where hazardous
substances were disposed of by TVA in amounts which are likely to generate substantial cleanup costs
or which appear to have had other than a minor impact on the environment. TVA cannot meaningfully
evaluate its exposure to potential liability for cleanup of off-site disposal areas. To date, TVA has
been identified as a potentially responsible party at only two off-site disposal areas and TVA’s potential
share of any cleanup costs assuming its liability is established would not be substantial.

Miscellaneous

Polychlorinated biphenyls (“PCBs”) have been widely used as insulating fluids in electric equip-
ment (e.g., transformers and capacitors). Use of such equipment and the cleanup of released PCBs
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are regulated by EPA under the Toxic Substances Control Act. The TVA power system uses over
50,000 pieces of equipment which contain some level of PCBs. Most of this equipment can continue
to be operated under EPA’s PCB regulations for the remainder of their useful lives, but TVA is phasing
out such equipment as a matter of policy. The cost of phasing out all of this equipment could exceed
$100 million (equipment replacement and disposal costs) but cannot be accurately determined at this
time. TVA has in place detailed procedures to conform its operations to EPA’s PCB regulations, and
it has not incurred substantial costs in this area.

As a federal agency, TVA is required to consider the potential environmental effects of major
federal actions affecting the quality of the human environment under the National Environmental
Policy Act (the “NEPA”), and implementing regulations and to make these evaluations available to
the public. Other federal agencies are also required to consider the potential environmental effects
of major federal actions within their control which, among other actions, includes the issuance of
permits or licenses relating to the construction or operation of electric generation facilities. NEPA
does not dictate that a particular decision be made, but the NEPA review process can take 12 to 18
months to complete on the average for major proposals for which environmental impact statements
are prepared. TVA has incorporated the NEPA review process into its decisionmaking process.
NEPA-related costs are incurred continuously but not in substantial amounts.

INSURANCE

It is the policy of TVA not to carry disaster or public liability insurance except as may be required
or appropriate with respect to nuclear facilities. Liability for service-connected injuries to employees
is governed by the Federal Employees’ Compensation Act. See “Nuclear Power Program—Nuclear
Insurance” and Note 12 of Notes to Financial Statements for additional information with respect to
insurance.
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MANAGEMENT

TVA is administered by a Board of Directors composed of three persons appointed by the
President and confirmed by the Senate. The Board and selected Officers, their ages, their years of
employment with TVA and principal occupations for the past five years are as follows:

Year Commenced Year Term
Name and Title Age Employment Expires

Marvin RUNYON ..o 65 1988 1996
Chairman of the Board

Charles H. Dean, Jr. ..o eeeeeeerreeeeeen s 64 1981 1990
Director

JON B. WALETS ittt eeeeesseseeesererereneeanes 60 1984 1993
Director

William F. Will1S ..ovveeeiccceeeeeeeeeeeeeevies 55 1960

Executive Vice President
and Chief Operating Officer

Oliver D. Kingsley, JT. .oooconiiireeeeecveeernnrees 46 1988
Senior Vice President
of Nuclear Power

William F. MaleC..ounmiccciiiceec e 49 1989
Senior Vice President
and Chief Financial Officer

JOhn T, SHIelAS ..ovveeeeeeiieiee et 54 1965
Senior Vice President
of Resource Development

Robert C. Steffy, Jr. coviviiieeeeee e, 47 1970
Senior Vice President
of Power

Edward S. Christenbury ...ocoeevvveivivvvcirineeccieeeeeeeens 48 1987

General Counsel
and Secretary
Mr. Runyon was appointed as Chairman of the Board in January 1988. Prior to his current
position, he served as President and Chief Executive Officer of Nissan Motor Manufacturing Corpora-
tion U.S.A. (1980-1988).

Mr. Dean was appointed to the Board in June 1981. He is a professional engineer with over
thirty years experience in utilities.

Mr. Waters was appointed to the Board in August 1984. He is an attorney with twenty-three
years of legal experience in the State of Tennessee.

Mr. Willis was named Executive Vice President and Chief Operating Officer in May 1988. Prior
to his current position, he served as TVA’s General Manager (1979-1988).

Mr. Kingsley was named as Senior Vice President of Nuclear Power in November 1988. Prior
to his current position, he served as Vice President, Nuclear Operations for System Energy Resources,
Inc. (Mississippi Power and Light Company) (1985-1988) and Director, Nuclear Plant Support,
Southern Company Services (1984-1985).

Mr. Malec was named Senior Vice President and Chief Financial Officer in April 1989. Prior to
his current position, he served as Treasurer of Central and South West Corporation (1978-1989).

Mr. Shields was named Senior Vice President of Resource Development in July 1988. Prior to
his current positon, he served as TVA’s Manager of Agricultural and Chemical Development (1983-
1988).

Mr. Steffy was named Senior Vice President of Power in July 1988. Prior to his current position,
he served as TVA’s Manager of Power (1986-1988) and Deputy Manager of Power (1983-1986).

Mr. Christenbury assumed the position of General Counsel of TVA in January 1987. Prior to
his current position, he was an Assistant General Counsel at the Nuclear Regulatory Commission
(1980-1987).
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EMPLOYEES

TVA currently employs about 25,800 employees, of which 10,850 are trades and labor employees.
Neither the federal labor laws covering most private sector employers, nor those covering most federal
agencies are applicable to TVA; however, the Board has a longstanding policy of recognizing and
dealing with recognized representatives of its employees. TVA employees are prohibited by federal
law from engaging in strikes against TVA. About 84 percent of TVA’s employees are in bargaining
units, all of which are covered by an existing collective bargaining agreement. TVA negotiates with
the Tennessee Valley Trades and Labor Council (comprised of 1S craft unions) on four labor contracts
covering its trades and labor craft employees and with the Salary Policy Employee Panel (comprised
of 5 unions) over the contract covering its non-trades and labor employees. There are no expiration
dates in these agreements, and negotiations are generally held annually and the contracts are subject
to reopening or cancellation. Unresolved disputes over rates of pay for trades and labor employees
are resolved by binding decisions of the Secretary of Labor, while such pay disputes for other
represented employees are resolved through binding arbitration.

Salaries of regular TVA employees are limited by a federal pay cap (Executive Level 1V, currently
$80,700). This had led in the past to difficulties in the recruitment and retention of top management
talent, and continues to be an issue which TVA must face in its recruitment and retention efforts. TVA
has addressed this issue by developing and implementing supplementary compensation arrangements,
which have substantially reduced the impact of the pay cap. In TVA’s opinion, the implementation
of these arrangements is within TVA’s legal authority. The General Accounting Office (the “GAQO”)
has expressed the opinion that these arrangements are not within TVA’s legal authority. However,
GAO has no authority to issue binding legal opinions on this matter or to stop any TVA payments.
Congress is aware of TVA’s supplemental compensation arrangements and has not taken any action
that would undermine TVA’s position that the arrangements are within its legal authority.

CERTAIIN PROVISIONS OF THE TENNESSEE VALLEY AUTHORITY ACT
The following summarizes certain provisions of the Act.

Payments in Lieu of Taxes

TVA is not subject to federal income taxes or to taxation by states or their subdivisions. However,
the Act requires payments in lieu of taxes by TVA to states and counties in which it operates, in
amounts equal to 5 percent of its gross revenues from the sale of power (exclusive of sales to federal
agencies not for resale). In addition, the municipal distributors make tax-equivalent payments, and
the cooperative systems pay such taxes as are required by the various states.

Payments to the Trzasury

The Act requires TVA to make certain payments into the Treasury each year from Net Power
Proceeds in excess of those required for debt service as a return on and reduction of the Appropriation
Investment. Net Power Proceeds are defined as the remainder of TVA’s Gross Power Revenues after
deducting the cost of operating, maintaining, and administering its power properties (including
multiple-purpose properties in the proportion that multiple-purpose costs are allocated to power) and
payments to states and counties in lieu of taxes, but before deducting depreciation accruals or other
charges representing the amortization of capital expenditures, plus the net proceeds of the sale or
other disposition of any power facility or interest therein. See Note 9 of Notes to Financial Statements.

The Act further provides that by March 31 of each year TVA shall pay into the Treasury the
proceeds derived by TVA during the preceding fiscal year from all its activities, excepting such part
as in the opinion of the Board is necessary in the conduct of certain specified activities including its
business in generating, transmitting, and distributing electric energy, plus a continuing fund of $1
million. This provision is subject, however, to a further provision in the Act permitting TVA to
pledge and use its Net Power Proceeds for payment of the principal of and interest on its Evidences
of Indebtedness, notwithstanding any other provision of law. Under the Basic Resolution, TVA
pledges to and wil! apply Net Power Proceeds as set forth under “The Basic Resolution; Power
Bonds—Application of Net Power Proceeds”.
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Acquisition of Real Estate

The Act empowers TVA to acquire real estate in the name of the United States of America by
purchase or by exercise of the right of eminent domain, “and thereupon all such real estate shall be
entrusted to the Corporation as the agent of the United States to accomplish the purposes of [the
Act]”. Since nearly all of TVA’s properties, including powerhouses and transmission line rights of
way, constitute real estate, title to which is held in the name of the United States and entrusted to
TVA as agent of the United States, all references in this Offering Circular to “TVA properties” and
the like, and to the amounts invested therein, should be read and construed in the light of this
provision of the Act.

THE BASIC RESOLUTION; POWER BONDS

TVA’s Power Bonds are issued pursuant to authority vested in TVA by the Act and pursuant to
the Basic Resolution. At June 30, 1989, TVA had outstanding $18.1 billion principal amount of
Power Bonds issued pursuant to the Basic Resolution and resolutions supplemental thereto, including
$300 million of Power Bonds held by the FFB that are being redeemed under in-substance defeasance
arrangements. Bankers Trust Company, New York, New York, acts as Trustee (the “Trustee™) for
holders of the Power Bonds under the Basic Resolution.

Power Bonds may be issued only to provide capital for TVA’s Power Program (including refunding
any Evidences of Indebtedness issued for like purposes) and only as authorized by law at the time of
issuance. Power Bonds are payable as to both principal and interest solely from Net Power Proceeds
and are not obligations of or guaranteed by the United States of America. Power Bonds of each series
must be further authorized by Supplemental Resolution filed with the Trustee.

TVA intends from time to time to issue New Power Bonds with maturities and on terms
determined in light of market conditions at the time of sale. The New Power Bonds may be sold to
dealers or underwriters, who may resell the New Power Bonds in public offerings or otherwise. In
addition, New Power Bonds may be sold by TVA directly or through agents.

The specific aggregate principal amount, maturity, interest rate or method for determining such
rate, interest payment dates, if any, purchase price to be paid to TVA, any terms for redemption or
other special terms, form and denomination of New Power Bonds, information as to any stock
exchange listing and the names of any dealers, underwriters or agents, together with a description of
any amendments or supplements to the Basic Resolution in connection with the sale of New Power
Bonds being offered at a particular time will be set forth in an Offering Circular Supplement, together
with the terms of offering of such New Power Bonds.

The following summary of certain provisions of the Basic Resolution does not purport to be
complete and is qualified in its entirety by reference to the full text of the Basic Resolution.

Application of Net Power Proceeds

Section 2.3 of the Basic Resolution provides as follows:

Net Power Proceeds shall be applied, and the Corporation hereby specifically pledges them
for application, first to payments due as interest on Bonds, on Bond Anticipation Obligations,
and on any Evidences of Indebtedness issued pursuant to Section 2.5 which rank on a parity with
Bonds as to interest; to payments of the principal due on Bonds for the payment of which other
provisions have not been made; and to meeting requirements of sinking funds or other analogous
funds under any Supplemental Resolutions. The remaining Net Power Proceeds shall be used
only for:

(a) Required interest payments on any Evidences of Indebtedness issued pursuant to
Section 2.5 which do not rank on a parity with Bonds as to interest.

(b) Required payments of or on account of principal of any Evidences of Indebtedness
other than Bonds.

(c) Minimum payments into the United States Treasury required by the Act in repayment
of and as a return on the Appropriation Investment.
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(d) Investment in Power Assets, additional reductions of the Corporation’s capital
obligations, and other lawful purposes related to the Power Program; provided, however, that
payments into the United States Treasury in any fiscal year in reduction of the Appropriation
Investment in addition to the minimum amounts required for such purpose by the Act may
be made only if there is a net reduction during such year in the dollar amount of outstanding
Evidences of Indebtedness issued for capital purposes, and only to such extent that the
percentage of aggregate reduction in the Appropriation Investment during such year does
not exceed the percentage of net reduction during the year in the dollar amount of outstanding
Evidences of Indebtedness issued for capital purposes.

Section 2.4 of the Basic Resolution provides as follows:

The Corporation, having first adopted a Supplemental Resolution authorizing the issuance
of a Series of Bonds and pending such issuance, may issue Bond Anticipation Obligations and
renewals thereof (including Interim Obligations to the Secretary of the Treasury) to be paid from
the proceeds of such Series of Bonds when issued or from other funds that may be available for
that purpose.

Section 2.5 of the Basic Resolution provides as follows:

To assist in financing its Power Program the Corporation may issue Evidences of Indebtedness
other than Bonds and Bond Anticipation Obligations, which may be payable out of Net Power
Proceeds subject to the provisions of Section 2.3 hereof, but no such other Evidences of
Indebtedness shall rank on a parity with or ahead of the Bonds as to payments on account of the
principal thereof or rank ahead of the Bonds as to payments on account of the interest thereon.

Rate Covenant

Section 3.2 of the Basic Resolution provides as follows:

The Corporation shall fix, maintain, and collect rates for power sufficient to meet in each
fiscal year the requirements of that portion of the present subsection (f) of section 15d of the Act
which states as follows:

The Corporation shall charge rates for power which will produce gross revenues sufficient
to provide funds for operation, maintenance, and administration of its power system;
payments to States and counties in lieu of taxes; debt service on outstanding bonds, including
provision and maintenance of reserve funds and other funds established in connection
therewith; payments to the Treasury as a return on the appropriation investment pursuant
to subsection (e) hereof; payment to the Treasury of the repayment sums specified in
subsection (e) hereof; and such additional margin as the Board may consider desirable for
investment in power system assets, retirement of outstanding bonds in advance of maturity,
additional reduction of appropriation investment, and other purposes connected with the
Corporation’s power business, having due regard for the primary objectives of the Act,
including the objective that power shall be sold at rates as low as are feasible.

For purposes of this Resolution, “debt service on outstanding bonds,” as used in the above
provision of the Act, shall mean for any fiscal year the sum of all amounts required to be (a) paid
during such fiscal year as interest on Evidences of Indebtedness, (b) accumulated in such fiscal
year in any sinking or other analogous fund provided for in connection with any Evidences of
Indebtedness, and (c) paid in such fiscal year on account of the principal of any Evidences of
Indebtedness for the payment of which funds will not be available from sinking or other analogous
funds, from the proceeds of refunding issues, or from other sources; provided, however, that for
purposes of clause (c) of this definition Bond Anticipation Obligations and renewals thereof shall
be deemed to mature in the proportions and at the times provided for paying or setting aside
funds for the payment of the principal of the authorized Bonds in anticipation of the issuance of
which such Bond Anticipation Obligations were issued.

The rates for power fixed by the Corporation shall also be sufficient so that they would cover
all requirements of the above-quoted provision of subsection (f) of section 15d of the Act if, in
such requirements, there were substituted for “debt service on outstanding bonds” for any fiscal
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year the amount which if applied annually for 35 years would retire, with interest at the rates
applicable thereto, the originally issued amounts of all series of Bonds and other Evidences of
Indebtedness, any part of which was outstanding on October | of such year.

Covenant for Protection of Bondholders’ Investment

Under the Act and the Basic Resolution, TVA must, in each successive five-year period beginning
October 1, 1960, use either for the reduction of its capital obligations (including Evidences of
Indebtedness and the Appropriation Investment) or for investment in Power Assets an amount of Net
Power Proceeds at least equal to the sum of (1) depreciation accruals and other charges representing
the amortization of capital expenditures and (2) the net proceeds from any disposition of power
facilities.

Depreciation

The Basic Resolution requires TVA to accrue, in accordance with a recognized method, annual
amounts for depreciation of its power properties (except land and other nondepreciable property)
which will amortize their original cost less anticipated net salvage value within their expected useful
lives. TVA has provided allowances for depreciation of its power properties (except land and other
nondepreciable property) on a straight-line basis during their expected useful lives.

Issuance of Additional Bonds and Other Evidences of Indebtedness

The Act presently limits the issuance of Evidences of Indebtedness by TVA to a total of $30
billion outstanding at any one time to assist in financing TVA’s power program (and for refunding).
At June 30, 1989, TVA had approximately $18.9 billion of outstanding Evidences of Indebtedness
including $300 million of Power Bonds held by the FFB that are being redeemed under in-substance
defeasance arrangements. The Basic Resolution permits the issuance of Power Bonds only to provide
capital for TVA’s power program, including the refunding of any Evidences of Indebtedness issued
for that purpose.

Power Bonds, the terms and conditions of which may not be inconsistent with the Basic
Resolution, must also be authorized by Supplemental Resolution filed with the Trustee.

The issuance of Power Bonds is limited as follows by the Basic Resolution:

Each Supplemental Resolution authorizing the issuance of Power Bonds must contain a
finding by the Board that after the Power Bonds authorized thereby have been issued Gross Power
Revenues will be adequate to meet the requirements of the Basic Resolution with respect to rates
and the application of depreciation accruals. These requirements are described under “The Basic
Resolution; Power Bonds—Rate Covenant” and “Covenant for Protection of Bondholders’
Investment.”

The amount of Power Bonds outstanding may not be increased unless net power income

(after interest expense and depreciation charges but before payments as a return on or in reduction

of the appropriation investment) for the latest five fiscal years has aggregated at least $200 million.

Moreover, that minimum requirement is increased by $15 million for each % percent (or major

fraction thereof) over an average of 3% percent for those five years of the October 1 average

interest rate payable by the United States Treasury upon its total marketable public obligations.

TVA had aggregate net power income for the five fiscal years ended September 30, 1988 of $1.4

billion.

Pending the issuance of Power Bonds authorized by a Supplemental Resolution, Bond Anticipation
Obligations and renewals thereof (including Interim Obligations to the Secretary of the Treasury) may
be issued, to be paid from the proceeds of such Power Bonds when issued or from other funds that
may be available for that purpose.

Evidences of Indebtedness other than Power Bonds and Bond Anticipation Obligations may also
be issued to assist in financing TVA’s power program. They may be payable out of Net Power
Proceeds subject to the provisions of Section 2.3 of the Basic Resolution. They may not rank on a
parity with or ahead of the Power Bonds as to principal or ahead of them as to interest.
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Mortgaging and Disposal of Power Properties

TVA may not mortgage any part of its power properties and may not dispose of ali or any
substantial portion of such properties unless provision is made for a continuance of the interest,
principal and sinking fund payments due and to become due on all outstanding Evidences of
Indebtedness, or for the retirement of such Evidences of Indebtedness.

Modifications of Resolutions and Outstanding Bonds

The Basic Resolution provides for amendments to it, to any Supplemental Resolution, and to
any outstanding Power Bonds. In summary, amendments of the respective rights and obligations of
TVA and the bondholders may be made with the written consent of the holders of at least 66% percent
in principal amount of the outstanding Power Bonds to which the amendment applies; but changes
in the maturity, principal amount, redemption premium, or rate of interest or maturity of any interest
installment, with respect to any Power Bond, or in the above percentage for any such consent, cannot
be made without the consent of the holder of such Power Bonds.

In addition, TVA may amend the Basic Resolution or any Supplemental Resolution without the
consent of the bondholders in order (1) to close the Basic Resolution against the issuance of additional
Power Bonds or to restrict such issuance by imposing additional conditions or restrictions; (2) to add
other covenants and agreements to be observed by TVA or to eliminate any right, power or privilege
conferred upon TVA by the Basic Resolution; (3) to modify any provisions to release TVA from any
of its obligations, covenants, agreements, limitations, conditions or restrictions, provided that such
modification or release shall not become effective with respect to any Power Bonds issued prior to
the adoption of such amendment; or (4) to correct any defect, ambiguity or inconsistency in, or to
make provisions in regard to matters or questions arising under, the Basic Resolution or any
Supplemental Resolution, so long as such amendments are not contrary to, or inconsistent with, the
Basic Resolution or such Supplemental Resolution.

Copies in reasonable quantity of the Act and the Basic Resolution may be obtained upon request
directed to Tennessee Valley Authority, 400 West Summit Hill Drive, Knoxville, Tennessee 37902,
Attention: Treasurer.

INDEPENDENT ACCOUNTANTS
The financial statements of TVA at September 30, 1988, and 1987 and for each of the three fiscal
years in the period ended September 30, 1988, appended hereto as part of the Offering Circular have
been audited by Coopers & Lybrand, independent accountants, as set forth in their report dated
November 30, 1988, which report appended hereto includes an explanatory paragraph citing uncertain-
ties concerning the completion of the nuclear power program.

* % k %k Xk %k

Any statements in this Offering Circular involving matters of opinion, whether or not expressly
so stated, are intended as such and not as representations of fact. This Offering Circular is not to be
construed as a contract or agreement with the purchaser of any of the New Power Bonds.

This Offering Circular has been approved by resolution of the Board of Directors of the Tennessee
Valley Authority.

Tennessee Valley Authority

By: /s/ Marvin Runyon

Marvin Runyon
Chairman of the Board

Dated October 17, 1989

30



Report of Independent Accountants

To the Board of Directors of
Tennessee Valley Authority

We have audited the accompanying balance sheets (power program and all programs) of Tennessee
Valley Authority as of September 30, 1988 and 1987, and the related statements of income and
retained earnings (power program), net expense and accumulated net expense (nonpower programs)
and cash flows (power program and all programs) for each of the three years in the period ended
September 30, 1988. These financial statements are the responsibility of Tennessee Valley Authority’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with generally accepted auditing standards promulgated
by the American Institute of Certified Public Accountants and the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the power program and all progams of Tennessee Valley Authority as of
September 30, 1988 and 1987, and the results of operations of the power program and nonpower
programs and cash flows of the power program and all programs for each of the three vears in the
period ended September 30, 1988, in conformity with generally accepted accounting principles.

As discussed in Note 3 to the financial statements, there are uncertainties concerning the
completion of the nuclear power program of Tennessee Valley Authority. Certain completed nuclear
production plant is not in operation due to continuing efforts to comply with requirements of the
Nuclear Regulatory Commission. Certain nuclear production plant included in construction in
progress is considered substantially complete by Tennessee Valley Authority, but has not undergone
fuel loading and low power testing due to certain unresolved safety issues. Construction of additional
nuclear production plant, which is partially complete, has been deferred. The Tennessee Valley
Authority is reviewing its plans to return to service all completed nuclear production plant and to
complete construction of and place in service all remaining nuclear production plant. Upon completion
of this review, there is no certainty that Tennessee Valley Authority will return to service or complete
all nuclear production plant. Also, there is no certainty that the Nuclear Regulatory Commission will
approve the return to service or initial operation of the nuclear production plant. Under such
circumstances, the Board of Directors may elect not to recover from the ratepayers all costs associated
with the nuclear power program. The ultimate outcome of these matters cannot be determined at
this time.

CoopPERs & LYBRAND

Knoxville, Tennessee
November 30, 1988
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TENNESSEE VALLEY AUTHORITY
(A Corporation Wholly Owned by the United States of America)
Balance Sheets June 30, 1989 (unaudited), September 30, 1988 and 1987

ASSETS
Power program All programs
June 30, September 30 June 30, September 30
1989 1989
(unaudited) 1988 1987 (unaudited) 1988 1987
(Millions)
PROPERTY, PLANT, AND EQUIPMENT...
Completed plant
Other than nuclear
Multipurpose dams; note 2 /......oceeveeen. $ 592 585 § 564 % 1,480 % 1,473 § 1,443
Single-purpose dams.......cccooccvreirecnncnne. 403 402 400 403 402 400
Steam production plant.............c.cceeeee. 4,333 4,231 4,190 4,333 4,231 4,190
Other electric plant......c.ccceeeireeenveeennne 3,207 3,188 3,034 3,207 3,188 3,034
Other plant .........ococveeeviieiierieerieeeeeeeene — — — 373 376 372
8,535 8,406 8,188 9,796 9,670 9,439
Less accumulated depreciation and
depletion; note I..oo.oooooieiiiieeniiies 3,368 3,222 3,038 3,642 3,487 3,291
5,167 5,184 5,150 6,154 6,183 6,148
Nuclear production plant; note 3.............. 3,171 3,147 3,022 3,171 3,147 3,022
Less accumulated depreciation; note 1 819 749 670 819 749 670
2,352 2,398 2,352 2,352 2,398 2,352
Completed plant, net.................. 7,519 7,582 7,502 8,506 8,581 8,500
Construction in progress; note 4 ..................
Nuclear plant construction; note 3 ........... 4,760 5,881 8,402 4,760 5,881 8,403
Other construction; note€ 4.............cccevvenn. 488 467 375 594 565 479
5,248 6,348 8,777 5,354 6,446 8,882
Deferred nuclear generating units; note 3.... 5,884 4,260 793 5,884 4,260 793
Capital lease assets; note 5 .....ccooeeceiieininnenns
Nuclear fuel. ..o 2,255 2,172 1,831 2,255 2,172 1,831
Other facilities..........cocovvieeeereirrrrreaeeeenene 246 249 247 246 249 247
2,501 2,421 2,078 2,501 2,421 2,078
Nuclear fuel .........oooviieiei e 687 691 875 687 691 875
Less accumulated amortization; note 1 .... 684 684 670 684 684 670
Nuclear fuel, net .........cccccceeeeee. 3 7 205 3 7 205
Total ..o, 21,155 20,618 19,355 22248 21,715 20,458
INVESTMENT FUNDS
at amortized cost; NOtE 6 ..oovveeiiiiiiiieeiis 247 922 710 247 922 710
Other INVESTMENtS ....ccoveeveiinrnrirerrrrraeeceeenens 590 — —_ 590 — —
Total. .o 837 922 710 837 922 710
CURRENT ASSETS
CASN oo e 165 10 7 264 95 86
Temporary inVesStmMents........coceeevveeeenierrinnnns 377 — — 377 — —
Accounts receivable ..o 645 693 695 653 705 713
Inventories, principally at average cost........ 493 491 571 507 501 581
Total.eoeee i 1,680 1,194 1,273 1,801 1,301 1,380
DEFERRED CHARGES AND OTHER
ASSETS
Loans and other long-term receivables......... 265 293 298 305 339 346
Unamortized cost of canceled nuclear gener-
ating units; note 1 ......cooeeivieeniacnnininnnee. 1,683 1,889 2,135 1,683 1,889 2,135
Deferred nuclear recovery costs; note 1 ....... 726 654 284 726 654 284
Other deferred charges, net ............cccceeeen. 168 254 262 169 254 262
I 7Y 2,842 3090 2,979 2,883 3,136 3,027
Total aSSELS «oovieeeeeiecereeeaeeeeeenenns $26,514 $25.824 $24.317 $27,769 $27,074 $25.575

Notes 1 through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY
(A Corporation Wholly Owned by the United States of America)
Balance Sheets June 30, 1989 (unaudited), September 30, 1988 and 1987

CAPITALIZATION AND LIABILITIES

Power program All programs
June 30, September 30 June 30, September 30
1989 1989
{unaudited) 1988 1987 (unaudited) 1988 1987
(Millions)
PROPRIETARY CAPITAL
Appropriation investment; note 7

Congressional appropriations.................... $ 1419 % 1,419 $ 1,419 $ 4697 § 4,594 § 4,491
Transfers of property from other Federal

AZENCIES, NEL...ooiireicrrieciiieeriee e eeireens 24 24 24 62 61 61

1,443 1,443 1,443 4,759 4,655 4,552
Less repayments to General Fund of the

U.S. Treasury; note 3........cooooeveeevennnnnn. 675 675 655 717 717 697

Appropriation investment ..........ccccueeeeneis 768 768 788 4,042 3,938 3,855
Less requirement for repayment of appropri-

AtiON INVESTMENT ...eoevveeiieiireeiiineeeeeeee e, 15 — — 15 — —_—
Retained earnings reinvested in the power

PLOZIATIL c.cviiriitniiirireeiinreeeeeevreaeeaeereaaeneanns 3,027 2,740 2,396 3,027 2,740 2,396
Accumulated net expense of nonpower

PIOBIAMS oovvveieiiiie et e s ee e eeeareeeeees — — — (2,079) (2,003) (1,892)

Total...cooeieeee e 3,780 3,508 3,184 4975 4,675 4359
LONG-TERM DEBT
Principal; note 10 .........cccocovvvveeieeeeeeee 17,805 17,405 17,505 17,805 17,405 17,505
Less unamortized discount; note 1.............. 2 2 3 2 2 3
Total....o.ooooei e, 17,803 17,403 17,502 17,803 17403 17,502
OTHER LIABILITIES
Capital lease obligations; note 5................... 2,497 2418 2076 2,497 2,418 2,076
Decommissioning of nuclear plant; note 1... 204 166 129 204 166 129
Provision for other payments.........c.c......... 117 93 61 117 93 61
Total...ooovieeeeeeeee e 2818 2677 2266 2818 2,677 2266
CURRENT LIABILITIES
Short-term debt; note 10 ........coocvvieeiannnne. 765 756 411 765 756 411
Current maturities of long-term debt........... —_ 500 — —_ 500 —_
Current portion of capital lease obligations;

DOLE 5o e e 4 3 2 4 3 2
Accounts payable.........ccccoiiiiiiiiiiiieneeecienn 905 477 511 944 526 562
Payrolls and leave accrued ..........ccccovennnnee. 70 103 74 91 137 106
Interest accrued ...........c.oecoieeeiieeiiecee. 369 397 367 369 397 367

Total..cooi e 2,113 2,236 1,365 2,173 2,319 1,448

COMMITMENTS AND CONTINGENCIES;
notes 4, 8, 12, and 14.........ccooomvvirniiieenn.

Total capitalization and liabili-
TIES wevieeeeeiee et eee e s eaeas $26,514 $25,824 $24,317 $27,769 $27,074 $25,575

Notes 1 through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY
POWER PROGRAM

STATEMENTS OF INCOME AND RETAINED EARNINGS
For the Twelve Months Ended June 30, 1989 (unaudited),

and the Years Ended September 30, 1988, 1987, and 1986
June 30, 1989

OPERATING REVENUES
Sales of electric energy
Municipalities and cooperatives ...........
Federal agencies; note 13 ......................
INAUSEIIES...ovviiieieee e,
Electric utilities .......cccoeeiiieiiinneiierinnns
Interdivisional ..........cccoevvivviiereicciinnnnen,

Total sales of electric energy..............

Rents and other miscellaneous revenues
Total operating revenues ...................

OPERATING EXPENSES
Production; note 8

TransSmisSSION.......ceceveeurrieeeeeeecnrirreeeeeeeaens
Customer accounts and consumer services
Research, development, and demonstra-

t10NS Of POWET USE......ccovurrniinrieerieeneans
General and administrative...........c..ee.ee.
Payments in lieu of taxes .......ccccoceceeernuene
Amortization of loss on canceled nuclear

generating units and deferred recovery

Ccosts; Note b oo
Provision for depreciation........c..cc.ee.......

Total operating expenses ...................
Operating iINCOMe .........cccoeeevveeennnne...

OTHER INCOME AND DEDUCTIONS
Interest iNCOME ............cvvemmeccinnnnnnnns
Abandonment of uranium properties.......
Amortization related to loss on canceled

nuclear generating units; note 1 ............
Other, net ...

Total other income and deductions...
Income before interest charges ..........

INTEREST CHARGES
Interest on long-term debt ........................
Other interest eXpense .......cccceeeeveeeeeeeneenn.
Allowance for borrowed funds used during
construction; Note l.......cccovvvvevevveeereennns
Amortization of long-term debt discount
and expense; note | ..........ocvvviieeeiieens

Net interest charges ........cccccoevieneenn..
NET INCOME........coooiiiiiiin
Return on appropriation investment; note 9

Increase in retained earnings rein-
VESEEd..coeeiiiiieiceerrer e
Retained earnings reinvested at beginning of
PETIOW oot

Retained earnings reinvested at end
of period ......oovevveciiieeieeeeieee,

(unaudited) 1988 1987 1986
kWh Amount kWh Amount kWh Amount kWh Amount
(Millions)

92,731 $4,121 91,392 $4,100 90,813 $3,974 84,884 $3,487
2,096 442 2,011 611 2,009 596 2,027 518
16,050 524 15,141 513 14,530 502 14,983 556
498 24 517 26 439 20 426 18
257 11 266 12 261 12 274 13
111,632 5,122 109,327 5,262 108,052 5,104 102,594 4,592
60 60 52 46
5,182 5,322 5,156 4,638
1,281 1,240 1,163 1,313
784 1,035 979 802
44 47 47 48
11 88 141 25
70 97 100 717
316 363 322 252
236 225 203 196

260 32 32 —
335 323 313 305
3,337 3,450 3,300 3,018
1,845 1,872 1,856 1,620
96 92 68 31

— — (22) _—
— (217) (185) (226)
(40) (30) (33) 21)
56 (155) (172) (196)
1,901 1,717 1,684 1,424
1,818 1,795 1,721 1,658
40 28 28 33
(282) (525) (523) (543)
3 6 7 2
1,581 1,304 1,233 1,150
320 413 451 274
68 69 74 86
252 344 377 188
2,775 2,396 2,019 1,831
$3,027 $2,740 $2,396 $2,019

Notes | through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY
NONPOWER PROGRAMS

STATEMENTS OF NET EXPENSE AND ACCUMULATED NET EXPENSE
For the Twelve Months Ended June 30, 1989 (unaudited),
and the Years Ended September 30, 1988, 1987, and 1986
June 30,
1989
(unaudited) 1988 1987 1986

(Millions)

NATURAL RESOURCES DEVELOPMENT
Navigation OPerationS.........c..coveecveuenrenieniersreninereesessnsesnens $ 12 8 12 % 12 % 12
Flood hazard analysis..........cocceeeereeecrenneeeinieecree e 10 10 10 10
RECTEatioN TESOUTCES ...cccvrvrereeieeneeeiriearreeasseniaseiesesseesssnnss
Regional water management..........cccccveevvccemrnninieiricnnereenns
Fisheries and wildlife resources development ....................
Conservation of public lands and water ...................c..........
Environmental energy education .........ccccccevvernrieeirercennnnen.
Agricultural resource development ...........cocoeriieereccnnnnneen.
Hardwood fuels research.........cccoeovviviinviiiiercinricccreeieeens
FOrest reSOUTCES. ....ouiviiiiiiieiriiccereee e et ceere e eereee e nnes
Acidic depOoSItION .........cc.vieeiiecieeciecee et
Industrial skills development...........ccocovviiieecniviciriieeeennns
Economic development and analysis..........cccccevvveerinrenneen.
Navigation development and engineering assistance .........
Tennessee-Tombigbee waterway development...................
Special opportunities cities and counties program.............
Minority economic development...........cocccevveeveiieeiiicnnnnenns
Floodplain management..............coccveevveeeevvereeeeneecesreee e
Regional waste and water supply management ..................
Land Between The Lakes operations......ccccceeeevevvvevrvenennnn.
Valley mapping and remote Sensing .......c..cceeeeevveereevunreennns
Economic technical assiStance .........ccccceveveercmeenereceereeenns
Other natural resources development projects ...................

Net expense of natural resources development ........... 7

FERTILIZER DEVELOPMENT; note |
Research and development ..........cccoeeeevieivcineieceeeeeeeieieens
Research and development..........cooooveeireimiiineeeeeeean.
Loss on retirement of demonstration plant..................... — 30 —

Total research and development........cccccceeveveeevieiennnne.

Fertilizer technology introduction
Fertilizer industry demonstrationsS........c.ccceveeevvevevereennn.
Farm test demonstrations outside the Valley.................
Product/process research and testing ........cccc.ooovvuunennns

Net expense of fertilizer technology development.......

Developmental production
Cost of products distributed.........cccoureeeiiivrreeorecnennn 28 31 34 27

General eXpenses ............ccccceiiveeiieisieneane, e
Loss (Gain) on retirements of manufacturing plant and
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SQUIPMENT, NEE L.oevieiiiiiiiciiirierereeeeeee e e eesianrre e eee e eens 1 — 1 (N
Gain on sale of phosphate reserves ........ccocevvvveevvneevnnnn. — 3) (8) -—
Loss (Gain) on inventory decline ..........coccvvvveeevevveennnnn. _— — (4) 2
General and adminiStrative........ococvvveeieeveeeieeseeeeeeeeenens — 1 1 1
1017 1 155 SO U USSR (1) 3) @ (9
Total general eXpenses ........ccccveeeviereseeeiiieeceereeeeeeennes — (5) (14) (3)
Total production eXpPense.......cccceevvvvervreriiveenieeesrenseenens 28 26 20 24
Less transfers and sales of products...........coeovvveivviviveeennnnns
Transfers to other TVA programs, at market prices....... 18 17 12 10
Net expense of developmental production................... 10 9 8 14
Net expense of fertilizer development......................... 32 34 69 45
OTHER EXPENSE, NET ..o 4 4 4 |
NET EXPENSE ... 111 111 154 126
Accumulated net expense at beginning of period ...................... 1,968 1,892 1,738 1,612
Accumulated net expense at end of period.................. $2,079 $2,003 $1.892 $1.738

Notes 1 through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY

STATEMENTS OF CASH FLOWS
For the Twelve Months Ended June 30, 1989 (unaudited),
and Years Ended September 30, 1988, 1987, and 1986

Power program

All programs

June 30, Septem- June 30, Septem-
1989 ber 30 1989 ber 30
(unaudited) 1988 1987 1986  (unaudited) 1988 1987 1986
(Miilions)
CASH FLOWS FROM OPERATING
ACTIVITIES
Net power inCome.........ooeeeeercienn. $ 3208% 413 % 4518 2748 3208 413§ 451§ 274
Net expense of nonpower programs — — — — (I (112) (154) (126)
Items not requiring (providing)
cash; note follows ..........coccoeeen. 306 47 52 20 320 60 104 38
Changes in assets and liabilities......
Accounts receivable, net.............. 1 2 (174) (40) —_ 8 (179) (38)
Cumulative effect of accruing un-
billed revenue..........c.ccocvvreeene. — — 90 — — — 90 —
Inventories........... 39 80 (57) 51 36 80 (5hH 52
Prepaid expenses. 4 (5) 31 (33) 4 4 3hH (33)
Accounts payabile..... 421 (5 47 100 399 (5 48 100
Interest payable .................... (10) 30 6 13 (10) 30 6 13
Net cash provided by operating
ACHIVILIES Lot 1,079 562 384 385 958 470 284 280
CASH FLOWS FROM INVESTING
ACTIVITIES
Construction expenditures.............. (916) (1,473) (1,225 (1,371) (923) (1,488) (1,241) (1,389)
Alowance for funds used during
CONSEIUCHION ..ot 282 525 523 543 282 525 523 543
Deferred nuclear recovery costs...... (219) (376) (283) — 219) (376) (283) —
Nuclear fuel........c..ocooiviiiiiniii, (34) (31) (249) (98) (34) 30 (249) (98)
Canceled nuclear plant costs. (2) (6) (16) 27N (2) 6) (16) 27
Investments.........ocoooeieeiiieieeeiee. 705 (127) (144) (126) 705 (127) (144) (126)
Loans and other long-term receiv-
ABIES ..o 24 5 (18) 8 30 8 (20) 4
Sale of @5S€tS ..oooveeciiieiii 203 237 57 115 204 242 59 118
Recovery of canceled nuclear plant
COSES L etaiiieieie et e e e eeee e erenaeneens 7 8 11 24 7 8 11 24
Mine and mill development............ 5 1 (46) (14) S 1 (46) (14)
Less: Depreciation charged to con-
struction and other clearing
ACCOUNTS oo (22) (22) amn (14) (23) (24) (19) (15)
Net cash used in investing ac-
LIVITIES oot 77 (1,215)  (1,373) (932) 78 (1.220)  (1,387) (950)
CASH FLOWS FROM FINANCING
ACTIVITIES
Long-term debt ...
Issues ..o 700 400 1,600 2,425 700 400 1.600 2,425
Redemptions .... (500) — (745)  (1.400) (500) — (745) (1.400)
Debt defeased....... (300) — — — (300) — —
Short-term notes .....
Issues ......ccoo.ue. 18,573 17,620 20,100 22,432 18,573 17,620 20,100 22,432
Redemptions .......... (18,383) (17,275) (19,891) (22.861) (18,383) (17.275) (19,891) (22.861)
Costs of defeasance.... (66) — — —_ (66) — —
BOrrowing eXpenses ..........ooceeenenen. — — (6) (48) — (6) (48)
Congressional appropriations and
transfers ..., — —_ — — 103 103 100 102
Payments to U.S. Treasury
Return on appropriation invest-
MENT it (68) (69) (74) (86) (68) (69) (74) (86)
Repayment of appropriation in-
vestment...........ociviinieneene, (20) (20) (20) (20) (20) (20) (20} (20)
Net cash provided by financing
ACHIVILIES ..o (64) 656 964 442 39 759 1,064 544
Net change in cash and cash equivalents 1.092 3 (25) (105) 1.075 9 (39) (126)
Cash and cash equivalents at beginning
Of YEAT ... 40 7 32 137 156 86 125 251
Cash and cash equivalentsatend of year $§ 1,132 § 10 § 78 328 1231 8 95 §$ 86 $ 125
Supplemental information:
New capital lease contracts............ $ — 3 43 6 § 185 § — 3 43 6 $185
Interest paid (net of amount capital-
1Z€d) o 1213 % 1268 $ 1220 % 1,135 $ 1,213 % 1,268 § 1220 $1.U35

Notes | through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY

STATEMENTS OF CASH FLOWS
For the Twelve Months Ended June 30, 1989 (unaudited),
and the Years Ended September 30, 1988, 1987, and 1986

NOTE:
Power program Nonpower programs
June 30, 1989 September 30, June 30, 1989 September 30,
(unaudited) 1988 1987 1986 (unaudited) 1988 1987 1986

(Millions)
Items not requiring (providing)

cash
Provision for depreciation....... $ 335 $ 323 §$ 313 $ 305 $14 $13 $18 $18
Amortization of loss on can-
celed nuclear units ............... 232 245 217 226 — — —_ —

Net loss (gain) on retirements
and disposals of property,

plant, and equipment........... 3 3 — — — — 34 —
Abandonment of uranium

18148) 0151 ¢ B 1= SO — — 22 — — —_— — —_—
Cumulative effect of expensing

energy conservation costs .... — — 77 — — — —_— _
Amortization of energy conser-

VALION COSE..vverrenieiiirireaiieans — — 30 31 — — — —
Amortization of deferred nu-

clear recovery costs.............. 28 5 — — — — —_
Provision for lease payments... 31 30 24 19 —_ — — —
Provision for writeoff of urani-

Um properti€s......covvveeeennn.. 22 22 16 16 _ —_ — —
Provision for reclamation and

other costs of coal properties 5 5 16 3 — — — —
Provision for decommission-

ing nuclear plants................. 42 38 33 28 — — — —
Cumulative effect of accruing

unbilled revenues................. — —_ (90) — — — — —
Reclassification of prior years’

COSES ottt — — (6) — — — — —
Allowance for recovery of oper-

ating exXpense.......cccevereecuerns (24) (20) (20) 200 — —_ — —
Amortization of long-term

debt discount and expense... 5 6 7 2 — — — —

Amortization of discount on

decommissioning fund in-

VESTMENTS .ooeeeieririenonieeeee. (30) (27) 23) 1) — _ — —
Amortization of discount on

bond retirement fund invest-

MENES..ccciiiieieiiiiieeeeeeeeeeeenn, 61) (58) 41) 26) — — — —
Allowance for borrowed funds
used during construction ..... (282) (525) (523) (543) — — — -
306 47 52 20 $14 $13 $52 $18
Add:
Net power income ................... 320 413 451 274
Sale of assets......cccovvvvvvmennnnnn. 203 237 57 115
Interest charges............ccovenen 1,858 1,823 1,749 1,691
Net power proceeds (see note
0 e $2,687 $2,520 $2.,309 $2,100

Notes 1 through 14 are an integral part of the financial statements.
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TENNESSEE VALLEY AUTHORITY

NOTES TO FINANCIAL STATEMENTS

_ The Tennessee Valley Authority is a wholly-owned corporation of the United States Government
created by the Tennessee Valley Authority Act of 1933, The Tennessee Valley Authority was created
for the purpose of maintaining and operating the properties owned by the United States in the vicinity
of Muscle Shoals, Alabama, in the interest of the national defense and for agricultural and industrial
development, and to improve navigation in the Tennessee River and to control the destructive flood
waters in the Tennessee River and Mississippi River Basins.

All amounts relating to June 30, 1989 are unaudited, including notes applicable to the unaudited
period.

1. Summary of significant accounting policies—Power accounts are kept in accordance with the
uniform system of accounts prescribed by the Federal Energy Regulatory Commission.

Plant additions and retirements—Additions to plant are recorded at cost, which includes material,
labor, overhead, and allowance for funds used. The costs of generation during preliminary operations
prior to commercial acceptance, including amortization of nuclear fuel less credit for the fair value
of energy generated, are also included in the recorded costs of steam and nuclear generating plants.
Except for chemical plant, plant retirements (including original cost and removal cost less salvage)
are charged against appropriate accumulated depreciation accounts.

Depreciation and depletion—Straight-line depreciation is provided for substantially on a compos-
ite basis. Rates of depreciation are derived from engineering studies of useful life and are reviewed
each year. Depletion of coal land and landrights and phosphate land and mineral rights is provided
on a unit of production basis. Composite rates applicable to each major class of plant as of June 30,
1989 (unaudited) is as follows: multipurpose dams, 1.09 percent; single-purpose dams, 1.89 percent;
steam production plant, 3.04 percent; other electric plant, 2.96 percent; other plant, 2.30 percent; and
nuclear plant, 2.94 percent.

Decommissioning—Provision for decommissioning costs of nuclear generating units is derived
through engineering studies of useful life and estimated costs based on the dismantling/removal
method. The cost estimates for decommissioning as provided in fiscal year 1988 were based on a
current dollar value amounting to $105 million and $117 million per unit, respectively, for pressurized
water and boiling water reactors. These rates were increased to $115 million and $150 million per
unit, respectively, for pressurized water and boiling water reactors, effective October 1, 1988.

Allowance for funds used—The practice of capitalizing an allowance for funds used during
construction is followed in the power program. In accordance with the TVA Board of Directors’
criteria for establishing wholesale power rates, the allowance is applicable to construction in progress
excluding generating facilities in a deferred status. The amount of interest capitalized is limited to
the amount of depreciation and other noncash charges less the amount of the repayment of the
appropriation investment to the U.S. Treasury. The method used provides for the monthly calculation
of interest on debt equivalent to the average balance of construction work in progress. The interest
is calculated on the most recent debt issues except for those representing refunding of existing debt,
in which case the maturity date of the original issue is used.

Repairs and maintenance—The cost of current repairs and minor replacements is charged to
appropriate operating expense and clearing accounts, and the cost of renewals and betterments is
capitalized.

Nuclear fuel—The cost of nuclear fuel is charged to operations on a unit of production basis in
amounts equal to lease payments (the cost of fuel burned plus finance charges) and a provision for
spent nuclear fuel disposal.

Valuation of investments—Investments are recorded at amortized cost. Discounts are amortized
at the yield rate over the life of each instrument.
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TENNESSEE VALLEY AUTHORITY
NOTES TO FINANCIAL STATEMENTS—(Continued)

Unamortized cost of canceled nuclear generating units—By action of the TVA Board of Directors,
the unamortized cost of canceled nuclear generating units is being recovered through rates from
customers and therefore is recorded as a deferred charge on the balance sheet. In accordance with
the Board action, the amount of unamortized cost expensed was $245 million in 1988, $237 million
for the twelve months ended June 30, 1989 (unaudited), and will be approximately $270 million each
year from 1989 through 1995.

Deferred nuclear recovery costs—The costs incurred by TVA at the nonoperating nuclear
production plants to accomplish the corrective actions necessary to obtain the Nuclear Regulatory
Commission’s approval to restart the plants are being deferred and will be charged to operations over
a ten-year period beginning with the restart of each idled unit. The aggregate deferral at September
30, 1988, associated with the restart effort is $654 million and, at June 30, 1989 (unaudited), $726
million. Unit 2 at Sequoyah was returned to full commercial operation on July 18, 1988; amortization
of the nuclear production plant recovery costs associated with the unit amounted to $5.0 million for
fiscal year 1988. Unit | returned to service in January 1989. Amortization of the deferred costs on
both units amounted to $28 million for the 12 months ended June 30, 1989 (unaudited).

Mine and mill development costs—Deferred mine and mill development costs are assigned to
coal inventory and nuclear fuel on a unit of production basis determined in relation to estimated ore
reserves. Each year the investment in uranium properties is evaluated to determine if any costs
related to these properties may not be recovered from future operations. The balance of the estimated
costs not recoverable from operations at September 30, 1988, approximately $44 million, will be
amortized over the next two years.

Accounting changes—During fiscal 1987 TVA changed the accounting methods for recognition
of operating revenues and energy conservation costs. Prior to fiscal 1987 revenues from the sale of
electric energy were recorded only when billed on a cycle billing basis. Beginning in fiscal 1987, in
order to more clearly match revenues and expenses, TVA began accruing revenues for services
rendered but unbilled. The cumulative effect of this change as of October 1, 1986, of $90 million was
included in operating revenues for fiscal 1987, the effect of which was to increase net income for fiscal
1987 by this amount. Prior to fiscal 1987, certain costs of the energy conservation program were
deferred and charged to operations over a five-year period. Annual expenditures for this program
now approximate the annual amortization of previously incurred costs. Since no significant impact
on power rates would be realized through the continued deferral, TVA began expensing these costs
as incurred in fiscal 1987. The cumulative effect of this change as of October 1, 1986, of $77 million
was included in operating expenses for fiscal 1987, the effect of which was to decrease net income for
fiscal 1987 by this amount. Since the combined effect of these two accounting changes was immaterial
to the fiscal 1987 results of operations, they were not displayed separately in the statement of income
for 1987. These changes in accounting methods are not expected to significantly affect annual
operating results.

Statements of Cash Flows—In fiscal year 1988, TVA adopted the Statement of Financial
Accounting Standards (SFAS) No. 95, “Statement of Cash Flows” which requires a Statement of Cash
Flows as part of a full set of financial statements. As permitted by SFAS No. 95, Statements of Cash
Flows have been presented for 1987 and 1986 in licu of the Statements of Changes in Financial
Position which were previously reported. For purposes of the Statements of Cash Flows, TVA
considers the cash available in commercial bank accounts and U.S. Treasury accounts to be cash and
cash equivalents. As of June 30, 1989 (unaudited), cash from the sale of investment funds is included
on the Balance Sheet in other investment funds and temporary investments.

Borrowing expenses—Issue and reacquisition expenses and discounts on power borrowings from
the public are amortized on a straight-line basis over the term of the related securities. Issue expenses
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on power borrowings from the Federal Financing Bank are amortized over a five-year period except
that amounts under six thousand dollars are expensed as incurred. Reacquisition expense of recalled
debt is amortized over the remaining term of the recalled issues.

Sales of fertilizer—Sales of fertilizer materials are not made on a commercial basis, but are made
to organizations collaborating in an experimental and educational program aimed at improving the
manufacture, distribution, and use of fertilizers.

2. Allocation of cost of multipurpose projects—Section 14 of the TVA Act requires TVA’s Board of
Directors to allocate, subject to the approval of the President of the United States, the cost of
completed multipurpose projects. The cost of facilities installed exclusively for a single purpose is
assigned directly to that purpose; the cost of multiple-use facilities is allocated among the various
purposes served.

The total investment of $1,473 million in completed multipurpose dams at September 30, 1988,
and $1,480 million at June 30, 1989 (unaudited), is classified as follows:

June 30, 1989 September 30, 1988
Investment Investment
Direct Multiple-use Total Direct Multiple-use Total
(Unaudited)
(Millions)
POWET...coiviiiieeeeeeeeereeeee e eeecennnns $373 $220 $ 593 $366 $220 $ 586
Navigation.........ccceeevevveeinnieneenens 294 170 464 294 170 464
Flood control..........ccccoeecvieienccnnnn. 65 193 258 65 193 258
Recreation .....coovvveeeeveeveeeeenvevesacnnnee 6 115 121 6 115 121
Local economic development ........ — 44 44 —_ 44 44
Total.coooveoeeieernrreeeeeee e $738 $742 $1,480 $731 $742 $1,473

3. Nuclear power program—At September 30, 1988, the nuclear power program included nine
generating units—five completed, two under construction, and two in deferred construction status—
at four plant sites. As of October 1, 1988, Watts Bar Unit Two was placed in a deferred status as
described in this note. As of June 30, 1989, five generating units were completed, with one under
construction and three in deferred construction status.

Nuclear production plant—Nuclear production plant consists of three units (1,152 megawatts
each) at Browns Ferry (Alabama) and two units (1,221 megawatts each) at Sequoyah (Tennessee).

Sequoyah is a two-unit plant which was taken offline in August 1985 when questions were raised
about the adequacy of the documentation for qualifying certain equipment for operations under
emergency conditions. Sequoyah Unit Two was restarted in May 1988 and was returned to commercial
operation in July 1988. Unit One was restarted in November 1988 and was returned to commercial
operation in January 1989.

Plant and equipment expenditures at Sequoyah amounted to approximately $58 million for the
twelve months ending June 30, 1989 (unaudited), and $68 million in fiscal 1988; deferred nuclear
recovery costs for the twelve months ending June 30, 1989 (unaudited), and fiscal year 1988 were $37
million and $173 million, respectively. The undepreciated cost of Sequoyah at June 30, 1989
(unaudited), and at September 30, 1988, was $1.5 billion; depreciation charges for the twelve months
ending June 30, 1989 (unaudited), and fiscal year 1988 were $53 million and $63 million respectively.
The estimated useful life of the Sequoyah Plant was extended in fiscal 1989 from thirty to approximately
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thirty-eight years based upon approval of an extended operating license; the change, effective October
1, 1988, will result in a reduction of approximately $16 million (unaudited) annual depreciation
expenses.

Browns Ferry was taken offline in March 1985 for certain plant modifications and regulatory
improvements. At September 30, 1988, the preliminary projected date for returning Unit Two to
service was summer 1989; dates for returning Units One and Three to service have not been finalized.
Fuel loading activities were completed in February 1989 at Browns Ferry Unit Two, which is currently
projected to be returned to service during the first quarter of 1990. Dates for returning Units One
and Three to service are currently under careful evaluation based on power need projections.

Plant and equipment expenditures for Browns Ferry amounted to approximately $118 million
for the twelve months ended June 30, 1989 (unaudited), and $180 million in fiscal year 1988; deferred
nuclear recovery costs were $149 million for the twelve months ended June 30, 1989 (unaudited),
and $190 million for fiscal year 1988. Estimates to return all units to service are being examined.
The undepreciated cost of Browns Ferry at June 30, 1989 (unaudited), is $840 million, and $873
million at September 30, 1988; construction in progress amounted to $628 million and $510 million
respectively at June 30, 1989 (unaudited), and September 30, 1988. Aggregate annual depreciation
charges of $17 million and annual interest charges on fuel in the reactor in the amount of $3 million
for Units One and Two are effectively being deferred until future periods; annual depreciation charges
of $28 million for Unit Three and common plant and related interest charges on fuel are being charged
to operations.

Construction in progress—At September 30, 1988, nuclear plant construction in progress consisted
of two units (1,270 megawatts each) at Watts Bar (Tennessee). However, construction on Unit Two,
the investment in which was $1.6 billion at September 30, 1988, was reduced during fiscal year 1988
and officially suspended on or about October 1, 1988. The construction of this unit was suspended
due to a reduction in the forecasted growth in demand for electric energy in the region. At June 30,
1989, nuclear plant construction in progress consisted of one unit (1,270 megawatts) at Watts Bar.

At September 30, 1988, construction at Watts Bar Unit One was substantially complete and Unit
Two was approximately 88 percent complete; however, certain safety issues regarding the plant raised
by construction and other TVA employees are being examined. While fuel loading did not occur as
planned in 1986, 1987, or 1988, the preliminary projected date as of September 30, 1988, for loading
fuel for Unit One is December 1990. Before the Nuclear Regulatory Commission will authorize TVA
to load fuel and to begin low power testing for Unit One, these issues must be resolved. It is likely
that capital expenditures will be required to resolve these issues and the amount of such expenditures
1s being reviewed. On or about October 1, 1988, construction of Unit Two ceased and the capitalization
of additional costs, including interest, was discontinued pending the results of studies being conducted
on projected electric energy demand.

TVA continues to capitalize interest on Unit One at Watts Bar, the investment in which was $4.0
billion at June 30, 1989 (unaudited), and $3.6 billion at September 30, 1988. Construction budgets,
including capitalized interest, for fiscal years 1989 and 1990, are $601 million and $541 million,
respectively. The total estimated project cost for Unit One and common plant is under review.

Deferred nuclear generating units—Construction at Bellefonte Unit Two (1,332 megawatts) ceased
on or about October 1, 1985, and on Unit One (1,332 megawatts), July 1, 1988. The construction of
these units was deferred due to a reduction in the forecasted growth in demand for electric energy in
the region. The costs being incurred for the units are for the preservation of the current investment
which is approximately $4.3 billion. Construction on Watts Bar Unit Two, in the amount $1.6 billion
at June 30, 1989 (unaudited), and September 30, 1988, officially ceased on or about October 1, 1988.
TVA ceased capitalizing interest on all units as of the dates when construction ceased.
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Nuclear fuel—The cost of fuel for all nuclear plants, including those units in construction in

progress and deferred, is recorded at $2,258 million at June 30, 1989 (unaudited), and $2,179 million
at September 30, 1988. This cost is associated with each of the nuclear plant sites as follows:

As of June 30, 1989 As of September 30, 1988
(Unaudited)
(Millions)
Sequoyah Units One and Two ..o, $ 402 $ 450
Browns Ferry Units One, Two, and Three ......... 434 418
Watts Bar Units One and Two ........ovvvvveevveninnnn. 253 237
Bellefonte Units One and Two .....coovvvevvvenennns 341 325
Raw materials .....eeeveeeeeiieeieeeeeeieeieeeeeeeeeeeeeeveeeeeee 828 749
$2,258 $2,179

In addition to the amounts presented above, approximately $322 million and $342 million
respectively was committed under contracts as of June 30, 1989 (unaudited), and September 30, 1988,
for uranium and enrichment services. Such contracts expire no later than 2014.

The recovery of the costs associated with nuclear fuel is primarily dependent upon the completion
and return to service of the nuclear generating units. At the present time, interest on fuel under the
lease, including that in the reactors of certain nonoperative nuclear units, is being capitalized. If the
nuclear fuel, as presently fabricated, is not used in the units intended, TVA will incur additional costs
to enable this fuel to be used in other units or to prepare the fuel for sale.

Completion of nuclear power program—The timely return to service or completion of all nuclear
generating units is subject to changes in future demand for electricity and is dependent upon receiving
approvals from the Nuclear Regulatory Commission. TVA continues to study the need to return to
service and to complete the nuclear generating units, and intends to recover the costs associated with
these plants through rates charged to customers in the future. If abandonment of any of these units
takes place, TVA would anticipate charging future customers for such costs; however, as in the past,
TVA may elect not to recover all such costs from customers. Any significant nonrecovery of costs
could result in the need for increased earnings in subsequent periods in order to issue bonds under
certain provisions of the Power Bond Resolution.

The aggregate net assets at June 30, 1989, and September 30, 1988, associated with the nuclear
power program are summarized as follows:

Completed Plant Construction in Progress Total
June 30  September 30 June 30 September 30 June 30  September 30
1989 1988 1989 1988 1989 1988
(Unaudited) (Unaudited) {Unaudited)
(Millions)

Sequoyah Units 1-2 .....ccocieiieenn. $1,512  $1,525 $ 152 % 118 $1.664 $ 1,643

Browns Ferry Units 1-3.................. 840 873 628 510 1,468 1,383

Watts Bar Unit 1 ..., — — 3,980 3,630 3,980 3,630

Watts Bar Unit 2 ..., — — — 1,623 — 1,623

$2,352 $2,398 $4,760 $5,881 7,112 8,279

Nuclear fuel-leased and owned.............cooovenee e 2,258 2,179
Unamortized cost of canceled

nuclear generating units (NOt€ 6) .....cccoovrvinieeniericcceniceecanennn 1,683 1,889

Sequoyah nuclear recovery COStS ........ccconiiiveriiiieneiiies e 307 315

Browns Ferry nuclear reCOVery COSES.....ccviviinereieennnreeenniomreaeeenianees 407 331

Corporate NUCIEAr TECOVETY COSES .....iiiiiiiiiiriccerreceierreecaicneeecennnees 12 8

Deferred generating units

Bellefonte Units 1-2 oot eneee e e aeaaeees 4,261 4,260

Watts Bar UNit 2 .ottt eeen e eeeeneaaaaaaeees 1,623 —

@11 1 V=1 SRRSO U OO PP UUUPPPRRI 154 148

$17,817 §$17,409
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4. Expenditures for completed plant and construction projects—Projected expenditures, as of June 30,
1989, including capitalized interest, for completed plant and construction projects, including nuclear,
amount to $1.0 billion for fiscal year 1989, $1.0 and $1.2 billion for fiscal years 1990 and 1991,
respectively. These budget estimates are reviewed and revised periodically to reflect changes in
economic conditions and other factors considered in their determination. Substantial commitments
have been incurred for these projects.

The cost of the North Alabama coal gasification project, approximately $115 million, is carried
in completed plant. The project is in a Defense energy reserve status subject to an annual evaluation
of the project’s viability until 1991.

The construction required to complete the Columbia Dam and Reservoir, a multipurpose
project financed by congressional appropriations, has been suspended due to budget restrictions and
environmental concerns. Studies are being conducted to consider alternative uses of the land and
facilities should the project not be completed.

5. Leases—Nuclear fuel is obtained directly from vendors and through contractual arrangements
providing for mining, milling, and fabrication of raw materials obtained from land leased by TVA.
Under an agreement entered into in fiscal 1980, TV A sells and leases back nuclear fuel on hand except
for that prior to the milling stage or in a spent condition. TVA leases property, plant, and equipment
under lease agreements with terms ranging from one to thirty years. Under most of the agreements,
TVA pays the property taxes, maintenance costs, and other costs of operation. Many of the agreements
are the result of sale-leaseback arrangements. Most of the agreements include purchase options and/or
renewal options which cover substantially all the economic lives of the properties.

Capital lease amounts are reported on the balance sheet and new lease agreements are disclosed
on the Statements of Cash Flow; rental expenses are recorded in accordance with the ratemaking
process as provided by Statement of Financial Accounting Standards No. 71, “Accounting for the
Effects of Certain Types of Regulation.” The following analyses pertain to capital and noncancelable
lease agreements in effect at June 30, 1989 (unaudited), and September 30, 1988 and 1987:

CAPITAL LEASES
June 30 September 30
1989 1988 1987
(Unaudited)
(Millions)

INUCIEAT UL ..o es e e e e $2,255 $ 2,172 $1,831
General plant............ooooeoieiieeeeeee e 262 265 261
Total properties under capital leases.................... 2,517 2,437 2,092

Accumulated provision for amortization of capital
JEASES .eveeiieiiie ettt 16 16 14
Net properties under capital leases....................... $2,501 $ 2,421 $2,078
Obligations under capital leases.......c...cccceeunee..... $2,501 $2,421° $2,078
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FUTURE MINIMUM LEASE PAYMENTS

June 30, 1989 September 30, 1988
Noncancelable Noncancelable
Operating Operating
Fiscal Period Capital Leases® Leases Capital Leases® Leases
(Unaudited)
(Millions)
FOB it eee e e e naes $ 10 $2 $ 40 $ 7
1990 e 40 6 40 6
OO e 40 5 40 5
100 e 40 5 40 5
L0 3 et 40 5 40 4
Thereafter..ooovviieeeeiiiieeeceee e 635 10 635 9
Total future minimum lease payments ........... 805 $33 835 $36
Less interest element included ........................ 559 586
Present value of future minimum lease pay-
ITIEIEES . oeeeeeeeeeeeeeere e eeseaeesreeeeesnnneseaneaesans $246 $249

a. Includes payments due in 1989 of $3.676 million, excluding nuclear fuel.

b. Excludes payments under nuclear fuel lease, which are based on the cost of nuclear fuel burned
and financial charge.

Amortization of capital leases, including nuclear fuel (1989 and 1988), for the twelve months
ended June 30, 1989 (unaudited) and the years ended September 30, 1988, 1987, and 1986 was (in
millions) $76, $21, $2, and $2, respectively. Operating expenses for the same respective periods
included finance charges for capital leases in the amounts of (in millions) $63 (unaudited), $46, $45,
and $28.

Annual rents for one capital lease range from $2.7 million to $51.9 million under the lease terms
now in effect. TVA is providing for the levelization of these rentals in its operating expenses over
the twenty-five year term of the lease which expires in 201 1. The accumulated balance of the provision
for these lease payments is $86.9 million at June 30, 1989 (unaudited), and $65.5 million at September
30, 1988.

Rentals for all operating leases have been charged to clearing accounts, portions of which are
charged to operations, for the twelve months ended June 30, 1989 (unaudited), and the years ended
September 30, 1988, 1987. and 1986, in the amounts of $9.6 million, $10.2 million, $8.7 million, and
$8.6 million, respectively.

6. Investment funds—TV A has made investments of power funds beginning in 1982 to provide for
the accumulation of funds required for retirement of bonds and cost of decommissioning nuclear
plants. Deposits into the funds have been made based upon annual calculations of the fund
requirements considering rates of return, inflation, and projections of decommissioning costs. As of
September 30, 1984, the existing portfolio of investments, including amounts previously invested in
the bond retirement fund, was dedicated to the decommissioning fund as a prudent financial
management decision based upon projected decommissioning fund needs and the ability of the
portfolio to meet them. Additional investments for the decommissioning fund will be determined in
accordance with the factors above for existing and new generating units. The fund balance at June
30, 1989, was $247 million (unaudited) and at September 30, 1988, $233 million.
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As of September 30, 1988, the bond retirement investment fund, beginning in October 1984, is
being funded through deposits calculated to yield adequate funds to retire $4.6 billion of debt in 2002.
The deposits were being made over a period of 11 years coinciding with the amortization schedule
for canceled plant costs. The fund balance at September 30, 1988 was $689 million. In June 1989,
the investments were sold and the proceeds used to effect the defeasance of debt as described in
Note 10.

7. Appropriation investment—Changes in the appropriation investment during the years ended
September 30, 1988 and 1987 were as follows:

Power program All programs
1988 1987 1988 1987
{Millions)
Congressional appropriations and transfers of

property from other Federal agencies (net)..... $ — $ — $ 103 $ 100
Less repayments to General Fund of the U.S.

Treasury...cococveveviereeeeciiieee e e 20 20 20 20
Increase or decrease for the period..................... (20) (20) 83 80
Balance, beginning of period .............................. 788 808 3,855 3,775
Balance, end of period .........cocevvveveeerireiciciieennens $768 $788 $3,938 $3,855

Congressional appropriations for fiscal year 1989 in the amount of $103 million were received
under Public Law 100-371, increasing the all programs balance to $4,042 million (unaudited).

8. Power production—Purchased and interchange power costs increased from approximately $242
million in 1986 to $285 million in 1987 and $339 million in 1988 due to the continued low rainfall
experienced in the region and the continued shutdown of the nuclear generating units. These costs
were $171 millicn (unaudited) in the twelve months ended June 30, 1989, reflecting increased rainfall
and the operation of the Sequoyah nuclear units. Operations and maintenance expenses for the
nuclear plants increased from $265 million in 1986 to $377 million in 1987 and decreased to $347
million in 1988. Approximately $1.8 billion (unaudited) and $2.7 billion in long-term commitments
for the purchase of coal to provide for the fuel requirements of the steam generating plants were
outstanding at June 30, 1989, and September 30, 1988, respectively.

9. Payments to the U.S. Treasury—Section 15d of the TVA Act requires the payment from net power
proceeds of a return on the net appropriation investment in power facilities plus repayments of such
investment, beginning with fiscal year 1961. The amount of return payable during each year is based
on the appropriation investment as of the beginning of that year and the computed average interest
rate payable by the U.S. Treasury on its total marketable public obligations as of the same date. The
repayment schedule calls for payment of not less than $10 million for each of the first five years
(1961-1965), $15 million for each of the next five years (1966-1970), and $20 million for each year
thereafter until a total of $1 billion shall have been repaid. The payments required by Section 15d
may be deferred under certain circumstances for not more than two years.

Required payments have been made as follows:

Return Repayment Total
(Millions)
Total to September 30, 1987 .....cccovvivevveiieceeiveeienns $1,765 $470 $2,235
Year ended September 30, 1988 .....ceerremeveeeiriiiieiin, 69 20 89
$1,834 $490 $2,324
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For fiscal year 1989 the required payments, payable September 30, 1989, will be $67 million as
a return on the appropriation investment at the computed average interest rate of 8.770 percent, and
$20 million as a repayment, a total of $87 million. Accruals aggregating $65 million have been
provided for these payments as of June 30, 1989 (unaudited).

In addition to the payments from net power proceeds, certain nonpower proceeds are paid to the
U.S. Treasury under the provisions of Section 26 of the TVA Act. During fiscal year 1988, payments
of $181 thousand were made, bringing the total payments from nonpower proceeds to $42.3 million;
an additional payment of $201 thousand (unaudited) was made in March 1989.

Prior to 1961, under then existing legislation, TVA paid to the Treasury $185.1 million of
power proceeds. In addition to the repayments, $65.1 million of bonds sold to the Treasury and
Reconstruction Finance Corporation in fiscal years 1939-1941 have been fully repaid from power
proceeds. Section 26 of the TVA Act provides for annual payments to the Treasury of any power or
nonpower proceeds not needed for the operation of dams and reservoirs, the conduct of the power
program, and the manufacture and distribution of fertilizers.

10. Borrowing authority——Section 15d of the TVA Act authorizes TVA to issue bonds, notes, and
other evidences of indebtedness up to a total of $30 billion outstanding at any one time to assist in
financing its power program. Debt service on these obligations, which is payable solely from TVA’s
net power proceeds, has precedence over the payment to the U.S. Treasury described in note 9. Issues
outstanding on June 30, 1989, and September 30, 1988, consist of the following:

June 30, 1989

(unaudited) September 30, 1988
(Millions)
Long-term debt
Held by the public

5.70% 1967 Series A, due May 15, 1992 ... $ 70 $ 70
6.375% 1967 Series B, due November 1, 1992................ 60 60
7.30% 1971 Series B, due October 1, 1996.................... 150 150
7% 1972 Series A, due January 1, 1997...............o.... 150 150
7.35% 1972 Series B, due May 1, 1997 ....ccoviviiiincenneee 150 150
7.35% 1972 Series C, due July 1, 1997 ..ooreeiiviieeeee 150 150
7.40% 1972 Series D, due October 1, 1997 ................... 150 150
7.35% 1973 Series A, due January 1, 1998.................... 100 100
7.35% 1973 Series B, due April 1, 1998 .............c..oee. 150 150
7.75% 1973 Series C, due July 1, 1998 .....cccovrnnneean. 150 150
7.70% 1973 Series D, due October 1, 1998 ................... 100 100

1,380 1,380

Federal Financing Bank

7.97% 1976 Series B, due November 30, 2001 .............. 400 400
7.625% 1976 Series C, due January 31, 2002................. 200 200
7.975% 1977 Series A, due February 28, 2002................ 300 300
7.935% 1977 Series B, due May 31, 2002 ..............ooe...... 400 400
8% 1977 Series C, due October 31, 2002.................. 400 400
8.375% 1978 Series A, due January 31, 2003.................. 400 400
9.195% 1979 Series C, due August 31, 2004 ................... 500 500
10.545% 1979 Series D, due October 31, 2004................. 400 400
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June 30, 1989

(unaudited) September 30, 1988
(Millions)

11.225% 1980 Series A, due January 31, 2005.................. 500 500
12.955% 1980 Series B, due March 31, 2005 ................... 500 500
10.475% 1980 Series C, due June 30, 2005........ccccveeeeeenes 500 500
10.890% 1980 Series D, due August 31, 2005..........cccc.... 500 500
12.425% 1980 Series E, due November 30, 2005.............. 500 500
12.735% 1981 Series A, due March 31, 2011 .................... 500 500
12.925% 1981 Series B, due April 30, 2011 ...t 500 500
13.255% 1981 Series C, due June 30, 2011 .......cccuernnnnnen. 500 500
14.905% 1981 Series D, due September 30, 2011............. — 300
13.035% 1981 Series E, due December 31, 2011 .............. 650 650
13.565% 1982 Series A, due April 30, 2012...................... 700 700
13.575% 1982 Series B, due May 31,2012 ..........ccccvveee. 300 300
14.125% 1982 Series C, due July 31,2012...................... 350 350
11.945% 1982 Series D, due September 30, 2012............. 100 100
10.725% 1982 Series E, due November 30, 2012.............. 200 200
10.575% 1983 Series A, due January 31, 2013................. 150 150
10.575% 1983 Series B, due March 31, 2013 .................. 150 150
10.425% 1983 Series C, due May 31,2013 ....................... 100 100
11.685% 1983 Series D, due August 31, 2013................... 250 250
11.905% 1983 Series E, due January 31, 2014 ................. 150 150
12.055% 1984 Series A, due January 31, 2014.................. 100 100
11.695% 1985 Series A, due January 31, 2015................. 100 100
12.095% 1985 Series B, due March 31, 2015................... 150 150
10.945% 1985 Series C, due May 31,2015 ........ccoeeiieene 150 150
10.725% 1985 Series D, due July 31,2015 ........ooonnne, 500 500
10.705% 1985 Series E, due September 30, 2015.............. 200 200
9.685% 1986 Series A, due February 29, 2016................ 150 150
7.285% 1986 Series B, due April 30, 2016 ..................... 600 600
7.825% 1986 Series C, due June 30, 2016......cocooneeeen... 600 600
7.315% 1986 Series D, due August 31, 2016................... 900 900
7.765% 1986 Series E, due September 30, 2016.............. 175 175
7.575% 1986 Series F, due November 30, 2016.............. 200 200
7.495% 1987 Series A, due January 31, 2017.................. 200 200
7.935% 1987 Series B, due April 30, 2017 ...ccccevvveeeenn.... 200 200
8.755% 1987 Series C, due November 17, 2003 ............. 500 500
8.945% 1987 Series D, due February 17, 2003 ............... 200 200
9.565% 1987 Series E, due May 15,2003..........cccvvennnn. 300 300
8.535% 1988 Series A, due May 17,2004 .........c.c.ooeen. 200 200
9.280% 1988 Series B, due November 15, 2002.............. 200 200

9.377% 1989 Series A, due August 16, 2004 ................... 700 —
16,425 16,025
Total long-term debt.......ccooeeviviiiiei e 17,805 17,405
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June 30, 1989
(unaudited) September 30, 1988

(Millions)
ShOTt-term et ... it ee et e e st e e e earaa e

U.S. TTeASUTY ceveirieeeeieiicce ettt et ee s e e s 150 150
Federal Financing Bank ...........cco oo 615 606
Total short-term debt.........cccooviieeciiiiiiieceereee e 765 756

Current maturities of long-term debt (9.296%, 1979
Series A, due February 28, 1989) ..., — 500
$18,570 $18.661

The interest rate on short-term debt owed to U.S. Treasury as of September 30, 1988, was 7.125
percent and, at June 30, 1989, 9.0 percent (unaudited); the average rate on short-term debt outstanding
with the Federal Financing Bank as of September 30, 1988, was 7.59 percent; and, at June 30, 1989,
8.43 percent (unaudited).

During fiscal years 1988, 1987, and 1986, the maximum amounts of short-term borrowings
outstanding (in millions) were $756, $1,076, and $930, respectively, and the average amounts (and
weighted average interest rates) of such borrowings were approximately (in millions) $604
(6.6 percent), $669 million (5.9 percent), and $628 (7.0 percent), respectively.

The maximum amount of short-term borrowings outstanding during the twelve months ended
June 30, 1989 (unaudited), was $1,165 million, with an average issue amount of $137 million at
interest rates ranging from 6.75 percent to 9.495 percent.

In June 1989 (unaudited), TVA sold its Bond Retirement Fund investments. The proceeds
received from this transaction were used to advance refund the following debt issues:

Interest
Issue Amount Rate Maturity Date
(Millions)
1981 SerieS D .coovvvvvvecinvieeeeenns $300 14.905% September 30, 2011
1982 Series C..ooevvvviieeeeeeeieeees $350 14.125% July 31, 2012
1982 Series B (50 percent) ........ $150 13.575% May 31, 2012

Pursuant to the refunding plan, funds in the amount of (in millions) $377, $455, and $184 were
deposited in three separate irrevocable trusts on July 3, July 6, and July 7, respectively. These funds
were invested in securities that are direct obligations of or unconditionally guaranteed by the United
States of America. and which are scheduled to earn interest and mature in amounts sufficient to meet
all debt service requirements for the aforementioned debt issues through their earliest call dates of
September 30. 1991, July 31, 1992, and May 31, 1992, respectively. Funds placed in the trust included
$34 million in accrued interest.

These irrevocable trusts, and the aforementioned three debt issues, will not be included on the
balance sheet of TVA. At June 30, 1989, the 1981 Series D issue defeasance had been executed. The
1981 Series D issue was removed from the balance sheet at June 30, 1989 and the liability to the trust
is included in accounts payable. Included in temporary investments at June 30, 1989 (unaudited) is
$377 million which was deposited on July 3 to complete the defeasance of the 1981 Series D issue.
Included in other investments at June 30, 1989 (unaudited) is $590 million which, along with $49
million in cash, was used to complete the defeasance transactions for the 1982 Series C issue on July
6 and the 1982 Series B issue on July 7.

TVA paid the following amounts in excess of outstanding debt to effect the advance refunding of
the three debt issues: 1981 Series D, $66 million; 1982 Series C, $84 million; 1982 Series B, $32
million, for a total of $182 million. Also, TVA realized a gain of $151 million upon the sale of the
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investments in the Bond Retirement Fund. As of June 30, 1989 (unaudited) included in other deferred
charges is the gain realized on the sale of investments and the amounts in excess of outstanding debt
related to the defeasance of the 1981 Series D bond. The aggregate cost of the amounts in excess of
outstanding debt upon the completion of the defeasance transactions, less the aforementioned gain,
or a net amount of $31 million will be deferred and recognized as an expense ratably through the
maturity dates of the debt issues.

11. Retirement plan—TVA’s retirement plan is a contributory, defined benefit plan covering most
full-time employees. The plan is comprised of two funds: Fixed Benefit Fund and Variable Annuity
Fund. Plan assets are primarily stocks, bonds, and real estate. TVA contributes to the Fixed Benefit
Fund such amounts as are necessary on an actuarial basis to provide assets sufficient to meet the
obligations for benefits to be paid to members. A member elects to have the member’s current
contributions credited to the Fixed Benefit Fund or the Variable Annuity Fund or a portion to each.
The pension is based on the member’s years (to the nearest month) of creditable service, average base
pay for the highest three consecutive years, and the pension rate for the member’s age, less a Social
Security offset.

Effective October 1, 1987, TVA adopted the provisions of Statement of Financial Accounting
Standards No. 87—“Employer’s Accounting for Pensions.” The effect of adopting these standards
was to reduce 1988 pension costs by approximately $6.0 million. The new standards have been
adopted prospectively, and pension costs for previous years have not been restated. Pension costs
for 1987 and 1986 were $86.1 million and $78.2 million, respectively. Net pension costs for 1988
include the following components:

Fiscal Year 1989

(Estimated)
(unaudited) Fiscal Year 1988
(Millions)
SEIVICE COSE..vrnviriiriieiceeiees e e ereeneitese e e eeesaeaneas $ 69 $ 84
Interest cost on projected benefit obligation................ 194 174
Actual return On asSetS ......cvveeeveieiiveeeereririreeeeeereanns (188) (52)
Net amortization and deferral............cocooeeiiiiennnn . m (117
INEt PENSION COSLS...ooiviuinririiiireeeeirrreeeeeieeeeesineesennns $ 74 $ 89
The plan’s funded status is as follows:
At September 30
1987 1988
(Millions)

Actuarial present value of benefit obligations:

Vested benefit obligation..........cccocceeeviirienieiiens $(1,725) $(2,005)

Nonvested benefits ................ccoovveicennvviiceeeinnn. (87) (52)

Accumulated benefit obligation.............ccceee.ne.. (1,812) (2,057)

Effects of projected future compensation levels... (401) (427)
Projected benefit obligation.............cccoeveeeeeecneneieenne, (2,213) (2,484)
Plan assets at fair value ...............c.cocevvciieeeevceeee e, 2,209 2,261
Excess of projected benefit obligation over plan

ASSEES oovivriieee e e et ea e e e ae e e e e e e aaeeaaeeaaaerr et eerens 4) (223)
Unrecognized net 10SS..........cccooviviieevieriieeeie e, 225
Unrecognized net obligation being amortized over
15 years beginning October 1, 1987 ... 4 4

Prepaid pension COSt ..........occevviiveieieiieeceeeee e s — $ 6
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The actuarial data as of June 30, 1989 is unavailable; no significant changes are known to have
occurred which would affect the liability.

For determining the actuarial present value of the projected benefit obligation in fiscal years 1987
and 1988, discount rates of 8 percent and 8.5 percent respectively, were used, and the assumed annual
rates of increase in future compensation levels for 1987 and 1988 ranged from 3.3 percent to 8.3
percent. The expected long-term rate of return on plan assets for 1987 and 1988 was 9 percent.

12. Nuclear insurance—Under the Price-Anderson Act of 1954, as amended (the Act), TVA maintains
for each operating nuclear plant a two-layer combination of private insurance and industry-wide self-
insurance which protects TVA up to the Act’s maximum aggregate liability of $7.445 billion per
nuclear incident at June 30, 1989 (unaudited), and $7.216 billion at September 30, 1988. This
protection covers liability for bodily injury, death, and loss of or damage to property located off the
plant site. The first layer is private insurance, with a limit of $200 million (unaudited) at June 30,
1989, and $160 million at September 30, 1988. The second layer, $7.245 billion (unaudited) at June
30, 1989, and $7.056 billion at September 30, 1988, is a program of self-insurance in which each
nuclear reactor owner could be retrospectively assessed, for each of its operational nuclear units, an
amount not to exceed $63 million per each nuclear incident, but subject to a maximum annual
assessment of $10 million. Any amount in excess of $10 million in any year would be carried forward
until fully paid. Because of legal defense costs, if the sum of all public liability and legal costs arising
from any nuclear incident exceeds the maximum amount of financial protection, each reactor operator
can be assessed an additional 5 percent of the $63 million assessment ($3.15 million) per unit. Based
on the number of operating nuclear units presently in service, TVA would be subject to a maximurm
assessment of $315 million in any calendar year plus $15.75 million for legal defense costs if the
maximum financial protection becomes exhausted.

TVA is a member of Nuclear Mutual Limited (NML) which provides nuclear property insurance
for the Browns Ferry Nuclear Plant for losses up to.$500 million. This insurance may require the
payment of a retrospective premium of up to approximately $34 million at September 30, 1988 and
$35.5 million at June 30, 1989 (unaudited) in the event that losses by NML members exceed its
available funds. Property insurance up to $500 million is also maintained for the Sequoyah Nuclear
Plant, but is not subject to retrospective assessments.

TVA is also a member of Nuclear Electric Insurance Limited (NEIL), which provides nuclear
property insurance for property damage to member nuclear plants in excess of $500 million. TVA
presently insures all of its operating nuclear plants with NEIL for $775 million at September 30, 1988
and $560 million at June 30, 1989 (unaudited) and is subject to a maximum assessment of
approximately $19 million in the event losses by NEIL members exceed its available funds.

13. Major customers—Sales of electric power to one Federal agency—principally in the form of
demand charges—has amounted to 10 percent in fiscal years 1986 through 1988. This customer, in
accordance with contract provisions, had exercised its right prior to fiscal year 1987, through notices
eight years in advance, to reduce the amount of electric power to be purchased by 1000 megawatts
each year beginning in December 1989, until reaching a contract demand of 485 megawatts from
December 1992 until contract expiration in 1994. The customer also began withholding payments
of portions of its monthly power bills in June 1987. As discussed in Note 14 of the 1987 report, an
agreement between TVA and the customer was reached in December 1987, after TVA filed suit,
whereby the customer’s payment obligations are being satisfied through a series of payments to TVA
totaling over $1.8 billion. The scheduled payments are $375 million, received in fiscal year 1988,
$465 million in fiscal year 1989, $311 million in fiscal 1990, and $160 million each year from 1991
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through 1994, the end of the contract term. TVA will also receive payment for its obligation under
the agreement to deliver up to 125 megawatts of power. The reductions in demand have been taken
into account in TVA’s future supply plans.

14. Litigation—TVA employees are specifically subject to the Federal Employees’ Compensation Act
with respect to on-the-job injuries. That statute has an exclusive remedy provision, which injured
employees often attempt to avoid by bringing suit against a coworker for allegedly negligently causing
the injury. Since TVA has an administrative policy of defending its employees, at TVA’s own cost,
against suits brought against them for actions or omissions taken in the course of employment, and
paying any resulting judgments, such suits can lead to double recovery against TVA, a result which
the statute prohibits. A growing number of such suits have been brought in recent years. TVA has
tried to limit their impact in a number of ways, including the waiver of such suits as a condition for
TVA’s defense of work-related suits, and the aggressive defense of sued employees on various legal
grounds. The courts have been reaching differing conclusions on the issues raised, and no single
definitive decision has been issued. In most of the cases which have gone to final judgment, TVA has
prevailed either on the law or the facts. Following the Supreme Court’s decision in the non-TVA suit
mentioned last year, Congress passed a statute immunizing TVA and other Federal employees from
nonconstitutional tort suits on account of acts or omissions within the scope of employment, and
making TVA the sole defendant to such a suit involving a TVA employee. Several cases involving
TVA employees are pending in the Eleventh Circuit Court of Appeals and the district court in Alabama
which should be resolved by the new statute, which applies to pending cases.

A contractor has sued several companies and individuals, including the Manager of Nuclear
Power, on a number of contract-related theories, claiming $88 million in damages. Although TVA is
not a party, TVA has contracted to defend and indemnify the defendants for such suits, and is
defending the case. Defendants’ motion for summary judgment is pending.

A former employee sued TVA, the Board, the Inspector General, and an attorney working for the
Board, alleging that a legal opinion released to the public by TVA defamed him and violated various
claimed statutory, common law, and constitutional rights. The employee had been the Executive
Secretary and a member of the Board of Directors of the TVA Retirement System. The suit seeks $7
million in damages. All claims except for an alleged violation of the Privacy Act by TVA have been
dismissed by the district court.

Shortly before the end of fiscal year 1988, a suit challenging the constitutionality of the Office of
Nuclear Power’s random drug testing program was filed. The plaintiff also claimed sex discrimination
and seeks monetary and other relief.

Two cases are pending involving TVA’s electric rates. In one of the cases, an industrial customer
of a municipal distributor of TVA power seeks to recover from TVA for damages allegedly incurred
when the customer’s plant processes froze during a power outage occurring during an undue cold
snap. In the other case, a former employee of a different municipal distributor sued TVA, the
distributor, and the employee’s former supervisor about alleged overcharges, faulty accounting
practices, and overly large reserve accounts.

It is the opinion of TVA counsel that although the outcome of this and other litigation cannot be
predicted with any certainty, the ultimate outcome should not have any material adverse effect on
TVA’s financial position.
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